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A Banker’s Diary 


LONDON’sS two trustee savings banks—the London Savings Bank 
and the Finsbury and City of London Savings Bank—have been 
amalgamated under the style of the London Trustee 
London Savings Bank. Both of these institutions were founded 
— as long ago as 1816. At the end of 1941 the amount 
due to 44,000 depositors in the Finsbury Savings Bank 
was £4,405,000, while the relative figures for the London Savings 
Bank were 138,000 and £7,344,000 respectively. The combined 
institution will therefore have funds of nearly {12,000,000, and it 
will control some twenty branches in London and the Home Counties. 
It is hoped that the amalgamation of the two London banks will 
provide a stimulus to the trustee bank movement in the southern 
half of the country, which in this respect has always lagged fat 
behind the North. London is considered a particularly difficult area, 
owing to the competition of other savings media and because people 
live and work in different districts. Nevertheless, the combined 
funds of the trustee banks have grown from {42,000,000 in 1861 
to £386,000,000 last year, when the depositors numbered 4,463,000. 
The official consent of the National Debt Commissioners to the 
amalgamation was announced at a City luncheon, at which the 
Bank of England was represented, with Lord Kindersley as one olf 
the principal speakers. Lord Kindersley stressed particularly the 
effect of the savings movement in promoting a wider distribution 
of wealth at the same time that it helps to finance the war effort. 
During the last financial year, he estimated, the total subscribed 
by people of “ modest means "’ amounted to as much as £700,000,000, 
without taking into account the stake of small savers in such institu- 
tions as the co-operative societies, industrial insurance companies 
building societies. 


A PASSAGE in last month's article on “‘ The Technique of Rationing ”’ 
serves as sufficient comment on the controversy which has greeted 
- the Beveridge proposals, subsequently announced : 
Lhe ‘The need for fuel,” the writer pointed out, “ is not 
rechnique 
a at all easy to assess, and is certainly not uniform per 
Rationing head ; but the issues at stake are so important, with 
the increased need tor industrial fuel, that every effort 
should be made to find a tolerable formula which would enforce 
economy. The ration should cover all forms of fuel—coal, gas, 
electricity and kerosene- on a points basis, and might vary according 
to the size of the house and the number of occupants. It would be 
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futile to ignore the difficulties, but rough justice is better than none, 
and certainly better than a reduction in output of armaments. The 
technical difficulties of rationing gas and electricity when these are 
not purchased in the ordinary way can largely be overcome by 
cancelling an estimated number of coupons in advance, based on 
previous consumption, leaving the householder with correspondingly 
less for coal; the final adjustment would be made at the end of the 
quarter.’’ It will be seen that the Beveridge plan conforms com- 
pletely to our contributor’s prescription, except for the ro gin 
proposal that gas and electricity coupons should be cancelled i 
advance. This would surely be preferable to supplying consumers 
with a complete book of coupons, all available for the purchase of coal. 

Apart from fuel, our contributor held, the only commodity 
outside the food sphere sufficiently important to demand rationing 
is tobacco. At the same time, he pointed out that “ tobacco is not 
suitable for rationing by itself, because people’s ‘needs’ are so 
variable, but something must be done to limit the amount of shipping 
required to secure the supplies which are considered essential to 
public morale. . . . On the whole the best system seems to be to 
include tobacco in a group ration on a points basis, so that smokers 
must go without something else if they are to indulge their palate. 
Chocolate and sweets provide an excellent counterpart, since children 
and many people who do not smoke value these, so that a uniform 
ration would be reasonably equitable ; but there is really no solid 
reason against including all three in the present points scheme for 
canned foods. This would give sufficient flexibility to cater for all 
tastes, whilst restraining everybody’s demand.” It follows, of 
course, that sweets, no more than tobacco, are a suitable object for 
rationing on their own, because demands are not sufficiently uniform. 
It is to be regretted, indeed, that the authorities do not seem to 
appreciate the full advantages of the points technique but prefer 
to set up a multiplicity of independent schemes. Apart from special 
factors, such as the existence of large wardrobes of clothing or private 
hoards of other goods, the more commodities that are included in 
a single points group, the more equitable the rationing as a whole 
is likely to be. Readers are referred to the letter from Dr. Kalecki 
on page 174, and our contributor’s reply. 


¢TIME banking trends in Canada are analyzed by J. Douglas 
Gibson in the April issue of the Canadian Banker. The background 
against which these movements have to be considered, 

Canadian jt js pointed out, is an increase of some 50 per cent. 
ea in the national income, resulting from a substantial 
"expansion in production (industrial employment has 

risen by 40 per cent. and manufacturing activity still more sharply), 
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together with a 20 per cent. rise in prices. By comparison, credit 
expansion has been on a distinctly moderate scale. Between October, 
1938, and October, 1941, as will be seen from the following table, 
advances rose by a little more than 20 per cent. : 
BANK LOANS IN CANADA 
(As at Oct. 31, in $ millions) 


Agriculture :— 1938 1939 1940 941 
Grain — iy - g2 211 236 292 
Other ny a - 57 57 53 48 
Total wd ies aa 149 268 289 340 

Manufacturing. . as os 138 136 198 245 

Merchandising .. os ee 134 134 139 156 

Financial is 2 ‘es 250 220 207 214 

Municipal, etc. re is 114 112 100 78 

lotal ee or .. 1,059 1,143 1,185 1,275 


The largest increase occurred in connection with the financing of 
the large 1939 grain crop. Thereafter, the outstanding total was 
comparatively stable until the summer of 1941, when the banks 
assisted their customers to subscribe for Victory Loan. As this 
temporary accommodation was repaid out of income the total of 
loans gradually decreased again, and by the end of January was 
no higher than before the Loan. The decline in loans to municipalities 
and school districts is not ascribed to any restriction on the use of 
bank credit but simply to the repayments made possible by 
improving tax receipts. Similarly, the contraction in financial loans 
is accounted for by the decline in Stock Exchange activity and 
interest. 


THE Dominion Government has followed a policy of borrowing 
alternately from the banks and the public. Late in 1939 short-term 
securities for $200 millions were sold to the —. 

Effect of while early in 1941 there was a second issue of $250 
"cee millions. In the meantime, there had been two issues 
to the public, while two much larger loans have since 

been floated in June, 1941, and February, 1942. Bank subscriptions 
to the new issues have been partially offset by their sales of other 
investments. Thus in August, 1941, bank investments were only 
$191 millions higher than in August, 1939, although in the interval 
the banks had purchased two loans aggregating $450 millions. From 
the outbreak of war, total deposits have risen from around $2,500 
millions to a little over $3,000 millions, an increase of some 20 per 
cent. ‘‘ Notice "’ deposits show httle change, but demand deposits have 
shot up from less than $800 millions to over $1,200 millions, an 
increase of over 50 per cent. In the absence of qualitativ e control 
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A BANKER’S DIARY 








over the use of bank credit, monetary policy has been exercised by 
the conventional methods of open-market operations and control of 
the credit base. ‘“‘ It- would appear,” the writer suggests, “‘ that the 
Bank of Canada’s policy has been to keep the banks’ cash reserves 
large enough for them to meet all reasonable demands for bank loans 
without liquidating any great part of their investments.” A special 
influence on the credit base has been the Bank of Canada’s accumula- 
tion of sterling. The increase in bank cash at the end of 1941, it is 
pointed out, was connected with these operations. ° “ For several 
months the Bank had been buying sterling in large quantities as it 
became available in Canada in payment for British purchases. This 
was a tempor ary operation pending the second Victory Loan. 
However, the effect would have been to enlarge enormously the cash 
reserves of the banks, and the Bank therefore sold securities to the 
banks, thus drawing off most of the cash which otherwise would 
have been added to their reserves. The moderate increase in cash 
reserves that did occur was no doubt permitted to facilitate the 
security purchases by the banks. The second half of the story is 
now in process of completion. The Government has now deposited 
a part of the Victory Loan proceeds with the Bank of Canada, and 
because this action would otherwise have greatly reduced the cash 
reserves of the banks, the Bank of Canada has bought back the 
majority of the securities that it had previously sold to them.” 


TRADERS who handle clothing coupons in the course of their business 
have now been told that they should open coupon accounts on, or 
as soon as possible after, May 18. A short period after 
that date is allowed for the opening of accounts before 
the scheme itself is brought into operation. Thereafter, 
all transfers must, of course, be made by means of transfer 
vouchers, except where the coupons carry special quota-free rights 
or concern small transactions of not more than 75 coupons (instead 
of 50 coupons as previously announced). 

The list has also been announced of the banks authorized to 
operate the scheme. It is rather wider than might have been 
expected, including the following institutions in addition to the Bank 
of England and the eleven London clearing banks, eight Scottish 
and seven Irish banks :— 


Coupon 
Banking 


Bank of British West Africa, Ltd. 


Bank of London and South America, Ltd. 


Bank of New South Wales. 

Bank of New Zealand. 

Barclays Bank (Dominion, Colonial and 
Overseas). 

British Mutual Banking Co., Ltd. 

Chartered Bank of India, Australia and 
China. 

Co-operative Wholesale Society, 
(Banking Department). 


Ltd. 


Eastern Bank, Ltd. 

Grindlay & Co., Ltd. 

G. Hoare & Co. 

Imperial Bank of Iran. 

Isle of Man Bank. 

Lewis’s Bank, Ltd. 

National Bank of New Zealand, Ltd. 
Queensland National Bank, Ltd. 
Royal Bank of Canada. 

Yorkshire Penny Bank, Ltd. 
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At first sight, the clearing bank returns for April suggest a strained 
liquid position. A sharp fall in cash reserves is associated with a 
small rise in deposits, so that the cash ratio has come 
Bills v- down with a run by nearly a full point to 10.35 per 
T.D-R.  cent., while investments are a shade lower notwith- 
standing a drop of {16.5 millions in advances. 


CLEARING BANK RETURNS Change : 
April, Change on: April, 1941, 
1942 Month Year to April, 1942 
£m. fm. fm. £m. 
Deposits a is 3068.5 9.6 + 252.9 t 474.6 
Cash oF re a 318.8 28.5 + 20.4 t+ 44.5 
Call money aia Sa 136.0 1.6 1.4 16.0 
Bills i is * 258.1 95.2 1 70.3 150.6 
fos Ae ‘a si 449.5 26.0 Ir.5 t- 461.0 
Investments .. ss. €oas.a I.4 + 228.7 +- 202.1 
Advances Za 821.2 16.5 62.5 99.7 


In the previous month, however, the banks were placed in an excep- 
tionally liquid position by the specia' preparations for London’s 
Warship Week, and last month's decline in cash holdings was 
merely a return to normality. A more interesting comparison, 
therefore, is with the position in February. This, moreover, throws 
into relief the rapid rebuilding of the discounts item at the expense 
of T.D.R. holdings which is “the feature of the latest figures. In 
February, both cash and deposits were roughly at the same level 
as in April, but discounts had fallen to the record low level of 
{111.5 millions, from which they have since recovered by as much 
as {146.6 millions. 

Including cali money, the recovery in monéy market assets 
amounts to £ tag 6 millions, and the April figure is the highest since 
October last. Taking Mi weh and April together, however, T.D.R. 
holdings have slumped by as much as {196 millions, which forms 
an obvious counterpart to the recovery in money market assets. 
Over these two months, too, advances show a net decline of only 
(4.4 millions, while investments have been increased on balance by 
£31.8 millions, giving an appreciable net increase in higher earning 
assets. 


OvER the year, Treasury deposit holdings are now actually some- 
what lower, while an increase of {228.7 millions in investments 
provides almost the entire counterpart of the increase 
Changing = of {252.9 millions in deposits. As will be seen from 
Foal the table, this is in striking contrast with the movement 
over the preceding twelve months, when a rise of 

£474.6 millions in deposits was obviously very closely associated 
with the rise of £461.0 millions in T.D.R. holdings. During the past 





Se a NR OT Re, 





the 
ass 
no 
of 

cel 
the 


Ap! 
Ma 
Ma’ 
Ma’ 
Mo 
issi 
(re 
mil 
pec 
inc 
fur 


Wi 
bot 





se atta 


a 


4 BANKERS DIARY sw 


twelve months, therefore, the rate of credit expansion has slowed 
down very consider: ibly, while investments have superseded Treasury 
deposits as the counterpart of expansion on the assets side. This is, 
of course, precisely what might have been expected, and was indeed 

foreseen, once the liquid assets ratio had reached a certain level. 
At the same time it does mean, broadly speaking, that deficit finance 
through the banking system is now on a 2) per cent. basis, instead 
of a 1 per cent. basis. All of which once again raises the question 
of the position of the banks in relation to E.P.T. 


THE note circulation, as will be seen from the table below, continues 
to reach fresh record levels week after week. On the year, the 
expansion now amounts to as much as {152.8 millions, 
Another or 24 per cent. There seems no reason why this 
pect movement should evoke the disquiet and disapproval 
in Sight ? With which it is habitually regarded, since the upswing 
has not only been less marked in this country than in 
most others but has also been in very reasonable relationship with 
the expansion in the wages bill, with which it is obviously closely 
associated. In 1941, the relationship was, indeed, strikingly exact, 
no doubt by coincidence. From the Christmas peak of 1940 to that 
of 1941, the rise in the note circulation was £135 millions, or 21.9 per 
cent., while the increase in wage incomes during 1941, according to 
the White Paper, was £537 millions, or 21.6 per cent. 


ANALYSIS OF BANK RETURNS 


(£ ’o00) 

Date Note Government Public Bankers’ 

(week ending) Circulation Reserve Securities Deposits Deposits 
April 29 a i 771,154 59,705 TI1I,233 13,960 122,627 
May 6 a ims 776,950 54,108 117,358 16,802 118,454 
May 13 a ne 780,177 51,070 127,843 12,568 126,550 
May 20 ie srt 782,470 48,838 130,448 17,503 125,801 
Moderate as the rise has been, a further increase in the fiduciary 


issue is nevertheless already in bade By May 20, the Reserve 
(replenished as recently as April 22) had been reduced to £48.8 
millions ; and from the corresponding date in 1941 to the August 
peak note withdrawals amounted to £38.5 millions. Quite a moder: ite 
increase in withdrawals this year, therefore, might necessitate a 
further application of the “ fifty-fifty ’’ method before August. 


With the seasonal increase in the revenue deficit, and a reaction 
both in large and small savings as the aftermath of War Weapons 
Week, floating debt borrowing has been on a some- 
what larger scale, but credit conditions have remained 
comfortable. The April floating debt return was the 


T.D.R. 
Repayments 
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first to distinguish between Treasury deposit maturities and prior 
encashments. Of repayments totalling {118.5 millions, no more 
than {11 millions represented prior encashments, so that maturities 
were {107.5 millions. This seems rather higher than might have 
been expected on the basis of the formula used in our April issue, 
which assumed that the banks would retain June and December 
maturities but would otherwise always encash the shortest receipts 
outstanding, up to a maximum of two-thirds of the maturities in 
any period. No exact comparison is possible, however, since both 
the October and April returns covered a split period. 


IN future we must think in terms of a “‘ Big Four ”’ in the discount 
market, for the former undisputed supremacy of the three large 
discount houses which are public companies is now 
definitely challenged by Cater, Brightwen & Co., Ltd. 
Reflecting the acquisition of Roger Cunliffe, Sons & Co., 
the balance sheet of this institution as at April 30 last (the second to 
be made public) shows an expansion of fully 50 per cent. over the 
year, as will be seen from the table below. The balance sheet total 
of £36.7 millions bears comparison with that of around £44 millions 
shown by Alexanders Discount at the end of 1941, while Cater, 
Brightwen’s discounts portfolio is even slightly the larger, represent- 
ing no less than 69 per cent. of total assets. A particularly encourag- 
ing feature is that the contingent liability 6n commercial bills re- 
discounted is more than trebled : 


Cater, 
Brightwen 


(BALANCE SHEET AS AT APRIL 30) 1941 1942 
Liabilities : f£ f£ 
Capital (fully paid) 2 by x 630,000 I,000,000 
General Reserve Ps ae ai a 200,000 250,000 
Loans, Deposits, etc wt 2 .. 23,217,832 35,443,975 
{ssets . 
Bills discounted ais at ys a 16,052,674 25,304,406 
British Government's Sec uritic s(atcost,lessreserves) 7,307,070 10,421,595 
Caen : Ne is 594,589 609,626 
Advances and ‘Sundry. Accounts... - - 93» 500 358,288 
Balance Sheet Total a - wif on « 047; 832 36,693,975 


Contingent liability in respect of bills re-discounted, excluding Treasury and 
Corporation bills: 1941, £1,202,455; 1942, £3,686,332. 
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Financing the US. War Effort 


|: the early stages of the war, many producers complained bitterly 





that war production was being held up for lack of finance. It 

would be going too far to say that such criticism has even now 
died away completely. But the difficulties have become less acute 
with the organization of systematic co-operation between the supply 
Departments and the banks, and the provision of special facilities 
by the authorities to supplement commercial lending. Nevertheless, 
an enormous strain upon normal credit facilities is inherent in the 
rapid expansion of defence production. It is not surprising to find, 
therefore, that American manufacturers and bankers’ have 
encountered problems precisely parallel to our own. 
’ In the seven months which followed the launching of the defence 
programme at the end of May, 1940, such difficulties did not bulk 
largely, partly because defence orders remained for some time on 
a comparatively modest scale, but even more, perhaps, because 
the first wave of orders went, as in this country, to the very large 
companies that disposed of ample funds and credit facilities. During 
1941 all that was changed. The stimulus of defence spending 
generated an industrial boom in consumption goods as well as 
arms industries. The national income rose to record levels in the 
vicinity of the $100 billions mark, employment rose by 3,000,000, 
and unemployment came down with a run to no more than 3,800,000 
at the end of the year. The same process took up with a jerk the 
slack that had formerly existed in the banking system. The demand 
for commercial loans, that for years had obstinately refused to 
respond to all the pump-priming blandishments of the New Deal, 
suddenly began to expand; the huge excess reserves that had so 
long been a source of anxiety to the directors of the Federal Reserve 
System wilted away almost overnight, though this process was 
admittedly expedited by the raising of reserve requirements to the 
permitted maximum. By the end of the year in any case, excess 
reserves had been just about halved, at $3,390 millions, and the 
problem for 1942 will be rather to keep the member banks supplied 
with the necessary reserves for further expansion. 

By the middle of 1941, therefore, many industries were facin3 
increasing difficulties in securing working capital, even though the 
banks were doing their utmost in adopting an elastic conception of 
credit-worthiness more in accord with the requirements of an 
expanding war economy. Events have followed the familiar course. 
Much has been done by official action to meet the situation both 
through the provision of direct finance and by facilitating commercial 





130 =~ THE BANKER 


lending ; but complaints are heard, as in this country, that the 
official lending machinery is at the best rigid, slow and cumbrous, 
and that sub-contractors, in particular, still suffer under the financial 
handicap. 

These American credit problems and the attempts at their solution 
have been described in an admirable booklet by Roy A. Foulke, 
published by Dun and Bradstreet, Inc. It is interesting to compare 
American experience and methods with the practice of our own 
Ministry of Supply, as discussed in the authoritative article in our 
March issue which has attracted so much attention. ‘“‘ As soon as 
contracts were awarded in steadily mounting quantities for airplanes, 
ships, tanks, guns, ammunition, shoes, shirts, underwear, supple- 
mentary equipment and supplies, basic financial problems were 
created automatically for the American manufacturer. . . . On 
July 1, 1940, the Army and Navy had approximately 5,200 airplanes 
in service. By July 27, an additional 5,974 planes were on 
order, with 80 per cent. scheduled for delivery within one year. 
Four months later, 25,000 airplanes were on order. By August, 
1941, the unfilled orders for planes amounted to the fantastic total 
of $7,140 millions, and the orders were still headed skywards. 
Manufacturers of tanks, anti-aircraft guns, shoes, shirts, canvas bags 
and the thousands of other products required in the daily operations 
for the Army and Navy are encountering similar problems of suddenly 
expanded production, but in a modified way compared with the 
typical manufacturer of airplanes.” 

Private resources for the erection of essential new plants and 
additions to others, it is pointed out, are being supplemented in 
two ways: by the use of the Emergency Plant Facilities Contract, 
and by direct loans from the Defence Plant Corporation, a subsidiary 
of the R.F.C. In the early months of the emergency ordinary 
commercii il channels of finance were widely and very naturally used. 

‘Certain easements to assist these methods of financing defence 
and war plant expansion were taken into consideration when the 
Second Revenue Act of 1940 was framed. Concerns which had 
expanded their manufacturing facilities for this work out of their 
own private resources after June 10, 1940, or which might expand 
their facilities in this manner during the present emergency period, 
are allowed by this Act to depreciate the full costs of the additional 
facilities for tax purposes over a five-year period by deducting up 
to one-fifth of the total costs of the emergency facilities in any 
taxable year for all income tax purposes, both normal and excess 
profits. The right to amortize the cost of new plant facilities com- 
pletely over a five-year period is, in all cases, conditioned upon 
securing a document which has become technically known as a 
‘Certificate of Necessity.’ This document certifies that the newly- 
erected and equipped facilities are necessary in ‘defence’ work. 
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In addition to this certificate, prime contractors must file a second 
document known as a ‘ Certificate of Non-Reimbursement,’ which 
certifies that the manufacturer is not and will not be reimbursed by 
the Government for the cost of these facilities. Sub-contractors, 
sub-manufacturers or sub-builders are required to file ‘ Certificates 
of Necessity’ but not ‘Certificates of Non-Reimbursement.’ 

‘As more and more contracts were awarded, as speed in the 
completion of contracts was heralded as an absolute necessity, 
and as pressure along with unfilled orders piled up ... many of 
the manufacturers that had initially financed their expansion with 
their own private resources, now turned to one or both of two newly- 
developed mediums of financial assistance, the Emergency Plant 
Facilities Contract and the Defence Plant Corporation.’”’ Under 
the Emergency Plant Facilities Contract, ‘‘ the full costs of con- 
structing emergency plant facilities theoretically continue to be 
wero initially by the private resources of the manufacturer. 

At this point, arrangements exist for the manufacturer to be 
reimbursed completely with cash for these expenditures, including 
interest on borrowed money during the construction period. The 
reimbursement comes directly from the Federal Government in 
sixty equal monthly instalments over a period of five years. Because 
of this absolute guarantee of rermbursement by the Federal Govern- 
ment, the manufacturer may, and in a large percentage of cases has 
borrowed the necessary f funds from a de -pository bank or some other 
financial institution and assigned its claims against the Federal 
Government under the Emergency Plant Facilities Contract as 
security for the loan. The legal right to assign such payments from 
the Federal Government to others was prov ided by the Assignment 
of Claims Act of 1940. 

‘ By this newly developed process of financing, banking institu- 
tions are enabled to make sound loans, plant facilities are rapidly 
erected during the present emergency, the manufacturer may acquine 
the facilities if desirable when the emergency is over, and the basic 
financial condition of the manufacturing concern does not become 
overbalanced with excessive fixed assets. . . . When all instalments 
have been paid in accordance with the Emergency Plant Facilities 
Contract at the end of the five-year period, the Federal Government 
acquires title to the plant facilities, unless the concern which is using 
the plant should purchase the property at the option price or at 
a lower re-negotiated price. . . . Whether the Federal Government 
will or will not engage in many additional forms of manufacturing 
activity itself or th rough Governmental agencies wil! be one of the 
basic problems of politics and of economy after the immediate 
emergency has passed into the pages of history. . . . By March 31, 
1941, outstanding commitments under Emergency Plant Facilities 
Contracts, including some plants already completed, some in process 
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of erection, and some on which work had not been started, aggregated 
$158,160,000. Seven months later, on October 31, 1941, these 
commitments had reached $298,052,000. What additional expansion 
has since taken place in this unique method of financing the erection 
of plant facilities has not reached the interested ears of the business 
world.” 

The activities of the R.F.C. are described in detail in a subsequent 
article. Regarding the Defence Plant Corporation subsidiary, 
Mr. Foulke points out that, although the Corporation was explicitly 
given the right to engage in manufacture, all plants erected and 
equipped by the Corporation have in fact been leased to private 
interests. The Defence Plant Corporation,’’ the pamphlet states, 
“has become the most important unit in the construction of 
emergency plant facilities. It is being used to a far greater extent 
than the pris ate resource S = manufacturers or the Emergency 
Plant Facilities Contract.”’ ‘ November, 1941, its commitments 
had reached $2,290 ae” ited no more than $350 milhons 
in fanuary of that year. 

Many manufacturers, it is stated, prefer the Defence Plant 
Corporation arrangement to the Emergency Plant Facilities Contract. 
“When the epee is con aple ‘ted the manufacturer operates 
the facilities on a five-year lease, generally on one of the following 
two arrangements : (1) a rental of $1 per year, in which case the 
manufacturer does not charge the Government a price for the 
product which includes any charge for the facilities. Such a rental 
agreement is generally made with concerns that sell the entire output 
of new ly constructed and equipped facilities to the War or Navy 
Departments; (2) a rental large enough to cover a fair rate of 
depreciation on the entire cost of the plant during its useful life. 
Such rental agreements are generally made with those concerns that 
sell partly to the War and Navy Departments and partly to private 
customers. In this type of case, the rental for the facilities may be 
included in the price which the concern charges for the product. 

The manufacturer generally has the privilege of acquiring title 
to the plant facilities being leased from the Defence Plant Corporation 
at the end of the emergency period, on the same basis as title may 
be acquired directly from the Federal Government on plants which 
are financed in accordance with the Emergency Plant Facilities 
Contract. 

For working capital, the solution is ‘‘ to be found in the lending 
operations of commercial banking institutions, of the Federal 
Reserve Banks, of the Reconstruction Finance Corporation, and of 
the War and Navy Departments of the Federal Government. 

No matter how much a banker may like to extend credit to depositors 
that are not in healthy financial condition, or that need excessive 
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accommodation,” it is pointed out, “he is unable to do so unless 
he has every reasonable assurance that he will be adequately 
protecting the deposits of his bank and the capital entrusted to his 
care. Customary credit standards are being modified somewhat by 
progressive bankers under the pressure of ‘the existing emergency, 
but it is obvious that reasonable credit standards cannot be completely 
ignored.” 

Bank lending, however, has been assisted by a change in the law 
permitting the assignment of sums due from the Federal Government, 
formerly prohibited under an Act of 1846. ‘‘ This situation was 
remedied by the passage of the Assignment of Claims Act of 1940 
by Congress in October. This Act assisted manufacturers that were 
h andling substantial defence contracts in obtaining bank credit, by 
permitting payments from the Federal Government “due or to become 
due under a contract of $1,000 or more to be ‘ assigned to a bank, 
trust company, or other financial institution, including any Federal 
lending agency.’ When such accounts are now assigned, payments 
from the Government are made directly to the bank or other 
assignee. . . . Notice, however, that payments from the Federal 
Government are conditioned upon the satisfactory fulfillment of 
the contract requirements by the manufacturer. In other words, 
the banker, in extending a loan to a prime contractor working on 
defence business, must have every reasonable assurance that the 
management has the skill, the organization, and the proper equipment 
to fulfil the contract. . . . It is widely evident to-day, that bankers 

venerally regard the ability of management to perform on such 
contracts of more importance than the precise financial condition 
of the business, itself, as a basis for credit.” 

An advance against the assignment of a claim on the Federal 
Government might be compared to a loan in this country against 
a progress ‘certificate, though the more formal American procedure 
may provide somewhat better security. In the United States, on 
the other hand, progress payments themselves would seem to be 
on a somewhat less liberal bas's than the Ministry of Supply’s 
monthly payments, though the Government makes cash advances 
up to 30 per cent. on the value of Army and Navy contracts where 
this s in the national interest. Even so, bank credit is quite often 
needed to carry over the current manufacturing period while approval 
s being obtained from the Federal inspector, and while payment 
cheques are being drawn and delivered. 

By an Act of 1934, the twelve Federal Reserve Banks were 
authorized to lend directly to established businesses for working 
capital purposes, and some defence loans have been granted under 
this provision. Such lending—equivalent to competition with the 
commercial banks by the Bank of England—has no counterpart in 
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this country, and it is not surprising that only limited use has been 
made of such facilities. ‘‘ Between May 29, 1940, and November 26, 
1941, only 470 applications for aggregate working capital loans of 
$93,142,000 were received by the twelve Federal Reserve Banks 
direct from business enterprises. Of this number, 347, or 74 per cent., 
of the applications were approved for total potential loans of 
$81,095,000. During this approximately eighteen-month period, 
outstanding direct loans of the twelve Federal Reserve Banks, 
together with participations in loans with member banks, increased 
from $22,587,000 to $30,569,000. At the same time, outstanding 
unused commitments e xpanded from $8,852,000 to $14, 735,000.” 

The Reconstruction Finance Corporation is granting a much 
larger proportion of the working capital loans to manufacturers 
— defence and war contracts than the twelve Federal Reserve 

Banks, ‘but at that, only a modest proportion of the total available 
volume.”’ At more than one point, the pamphlet emphasizes the 
formalities attaching to the use of official facilities. ‘‘ An industria] 
concern that is able to finance the manufacture of defence and war 
products in a normal manner with short-term bank loans is free from 
the tremendous amount of red tape which seems to accompan\ 
financing by the Federal Government.” Similarly, “‘ the procedure 
for obtaining a loan from the Reconstruction Finance Corporation 
is neither short nor sweet. It generaily involves negotiations lasting 
from three to nine weeks, the submission of elaborate forms to 
district offices that then report to headquarters at Washington, 
where the decision is finally made by the Board of Directors. When 
the loan is granted, the Reconstruction Iinance Corporation, in 
accordance with its established practice, generally limits management 
compensation, takes whatever security is available to protect the 
loan, and insists upon having an agreement that the management 
may be changed while the loan is outstanding if the executive 
personnel is not satisfactory to the lender.’ 

In this country it would be most unusual for official facilities to 
be provided if the contractor were able to obtain finance through 
private channels. In America, on the other hand, many manu- 
facturers “actually have a choice between using adequate bank 
credit or an advance from the lederal Government. The potential 
bank credit might be on unsecured notes, on the assignment of claims 
against the Federal Government, or on any other bankable basis. 
With these alternatives available, the management might select the 
advance and use it in heu of bank credit, as no interest must be paid 
on the advance from the Kederal Government. In such a case the 
line of bank credit would be held in reserve. The concern, howevei 
must be a prime contractor. A surety bond is required for the full 
amount of the advance payment, and the cost of this instrument 
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at 14 per cent. of the advance eats very materially into the savings 
in interest.”’ 

Perhaps the failure to solve the credit problem of the sub- 
contractor is the most interesting lesson of the survey for readers 
in this country, since it so closely parallels our own experience. 
‘ Advances from the Federal Government cannot be made to sub- 
contractors. In theory the sub-contractor may, by individual 
negotiations with the prime contractor, arrange for the prime 
contractor to advance to him his proportionate share of the 30 per 
cent. advance. In theory, the second sub-contractor may, in the 
same manner, negotiate for his share from the first sub-contractor, 
and so on through successive lower layers. In everyday practical 
operations, the difficulties encountered by a sub-contractor in 
obtaining his proportionate share of an* advance are very great. 
These difficulties centre around two stumbling blocks, each of which, 
at times, are overly effective :—(1I) more than a nominal amount 
of legal red tape; and (2) the all too human disinclination of 
business men to accept the responsibility for passing out Government 
funds unless they obtain definite assurance that no liability will be 
involved... . It is very unfortunate that advances from the 
Federal Government cannot be proportionately relayed with more 
ease and celerity to sub-contractors, since it was estimated by defence 
officials in September, 1941, that 27 per cent. of the volume of 
defence contracts had been turned over to sub-contractors, and the 
percentage was steadily increasing.”’ 

Sub-contractors, Mr. Foulke emphasize s, have the same identical 
financial problems as main contractors, and at times have supple- 
mentary problems of an equally fundamental nature. ‘“‘ Army and 
Navy authorities in many cases seek the larger manufacturing 
corporations and insist that prime contracts be accepted. Only in 
most unusual instances have sub-contractors, particularly small 
concerns that are not widely known, found Federal authorities 
knocking at their front doors. Not only has the typical small potential 
sub-contractor had to locate the proper official, but — located, 
the official, at times, has had to be educated and to be told that 
a particular small plant had produced certain specific parts, articles, 
supplies, or equipment of great importance in a war economy, and 
that the same plant was equipped to produce other essential items 
needed in some war-time assembly line, items which had never 
before been turned out at this particular plant. These handicaps 
have been and are still severe to the potential small sub-contractor, 
whether located in eastern Massachusetts or in western California.”’ 

A few figures will serve to illustrated the dimensions of the problem 
and the extent to which it is being tackled by official and private 
agencies respectively. Gross capital formation in the U.S., as will 
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be seen from the table below, amounted last year to $27,900 millions 
(apart from $10,000 millions of so-called ‘“‘ consumer durables ’’), 
igainst $17 700 millions in 1940 and no more than $19,400 millions 
in the boom year 1929. 
Gross CAPITAL FORMATION IN U.S. 
(Billions of dollars) 








New construction :— 1929 1932 +=1937 al 1939 1940 1941 
Private A - 8.3 5.6 3.9 9.3 3.9 4.4 5.2 
Public 2.4 2.8 2.0 2.1 2.5 2.2 5.6 

Equipment* 5.6 4.6 5:5 3s 8 4-5 7:5 12.6 

Total new _ producers’ 
goods* 5 “a 16.3 13-0 I1.3 9.2 10.27 4.6 -23.4 

Net claims against foreign ; orn 

countries -- +0.4 0.6 - +1.0 0.5 +1.3 +2.0 

Change in inventories -2.7 —I.2 +4+2.7 —o.8 41.3 41.8 +2.5 








otal gross capital forma- 
tion .. wy Ae 19. 
Consumer durablest ws Q. 


n> 
os 





Total, including con- 

sumer durables .. 28.6 19.4 21.6 15.2 19.8 26.0 37.9 

* Including war equipment. + Passenger cars and household goods. 

(Source : U.S. Department of Commerce.) 

In the extension of industrial capacity, Government finance has 
played the predominant role ; out of contracts for $6,933 millions 
outstanding towards the end of 1941, no more than $1,048 millions 
were being privately financed. In September, 1941, the defence 
commitments of the R.F.C. and its subsidiaries aggregated $3,915 
millions, of which the Defence Plant Corporation accounted for 
$2,042 millions. A table setting out the position as at March, 1942, 
will be found on p. 143. This shows that within seven months the 
total commitments of the Corporation and its subsidiaries had 
increased by $7.579 millions to $11,494 millions—almost a three- 
fold expansion. Of this greatly increased total, the Defence Plant 
Corporation accounted for $4,798 millions, the Metals Reserve 
Company for $2,216 millions and the Defence Supplies Corporation 
for $1,750 millions, while direct loans had been extended for a total 
of $1,260 millions. 

On the other hand, the loans and investments of all Federal 
Reserve member banks increased by approximately $6,200 millions 
during 1941, of which roughly one- half re presented increased eo 
of Government bonds. The remainder consisted almost entirely o 
commercial and industrial loans. The greater part of this cer Ay 
however, was due to the general expansion in industrial activity, 
rather than direct lending specifically for defence purposes. At the 
end of April, 1941, the Federal Reserve Board made a survey of 
loans extended by commercial banks and trust companies in the 
ror leading cities. This showed outstanding defence loans totalling 
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$425 millions, of which $142 millions were for the finance of sis 
facilities and the remainder for production purposes. The greater 
part of these were loans to established industries, such as machinery, 
textiles and iron and steel. 

At the end of June, a survey by the American Bankers’ Association 
disclosed aggregate outstanding working capital loans and commit- 
ments of $788 millions by 369 reporting banks, while three months 
later the working capital loans and commitments of 376 reporting 
banks and trust companies had increased to $1,332 millions. It can 
be said that, of the increase in bank loans between July, 1940, and 
April, 1941, about two-fifths had been made to industries engaged 
heavily in production related directly or indirectly to the ar mament 
programme, and there is evidence that approximately the same ratio 
held throughout the second and third quarters of 1941. With the 
rapid increase in the war effort, together with the restriction on all 
non-essentia! investment resulting from Government priorities, the 
proportion will no doubt since have increased. It is to be regretted 
that no similar information is available in this country to show 
to what extent the steady contraction in advances since the outbreak 
of war has masked lending for essential purposes since war began. 


. 





ENQUIRIES by the Waste Paper Recovery Association have shown 

that many people hoard their cheque vouchers indefinitely in the 

belief that they have the value of legal receipts. 

Pai. ll Though an endorsed cheque may sometimes serve as 

ye useful supporting evidence it is not, of course, itself 

a receipt and there seems no good reason why vouchers 

should be kept longer than a year at the outside, or in most cases 

longer than six months. Banks might perform a useful service by 

assuring customers—who, after all, have their regular statements as a 
record—that it serves no purpose to keep vouchers indefinitely. 


The Board of Trade desire to draw the attention of company 
directors and secretaries to a new Order in Council (S.R. & O. No. 803) 
amending the Defence (Companies) Regulations. With the object 
of saving paper, this Order relieves public companies from the 
obligation to include in their annual returns, commencing with the 
return due this year, the information required by the Companies 
Act as to present and past members of the companies and the stocks 
and. shares held or transferred by them. . The protection already 
given to companies destroying share and stock transfer deeds is 
extended to cancelled share and stock certificates, as well as to 
companies and transfer documents not previously included. Com- 
panies are urged wherever possible to make available as salvage 
old documents, such as old dividend sheets or books and paid dividend 
warrants. 








138 THE BANKER 


Reconstruction Finance Corporation 
By V. S. Swaminathan 


N this country it is perhaps so realized how important a part 

the Reconstruction Finance Corporation has played in all the 

vicissitudes of American economic life since the Wall Street 
crash in 1929. Originally established to finance measures of relief 
and reconstruction in the depression years, it has remained active 
throughout the recovery and the rearmament period. Its continued 
importance wa the latest phase of preparation for war, and now 
war itself, was assured by an Act of June, 1940, which empowered 
the Corporation to make loans and purchases to aid the Administra- 
tion in carrying out the defence programme. In particular, the 
Reconstruction Tinance Corporation has provided the finance for 
the enormous accumulation of strategic materials which has done 
so much to safeguard America’s defence position in spite of the 
recent reverses in the Pacific area. Nor is the importance of the 
Reconstiuction linance Corporation likely to be limited merely to 
these specific defence tasks, for the Corporation and the other 
Government I age agencies, as will be seen, will have a funda- 
mental influence in shaping the nature of America’s post-war 
economy. 

Established by authority of Congress in February, 1932, the 
R.E.C. started operations forthwith. I[t is authorized to make loans 
yurposes: to subscribe for preferred stock 
tal notes of banks, trust, insurance and 
national mortgage companies, etc., to make loans and purchases 
to aid in financing road projects and other enterprises. Since tts 
inception its powers have been increased and the scope of its 
operations exte: led or otherwise affected by numerous Acts, public 
resolutions, oake executive orders. It isone of the several Government 
agencies comprising the Federal Loan Agency, under the supervision 
of the Federal Loan Administrator, and which include also: the 
Electric Home and Farm Authority, the R.F.C. Mortgage Company, 
Disaster Loan Corporation, Federal National Mortg rage Association, 
Federal Home Loan Bank Board, Home Owners’ Loan Corporation, 
Federal Savings and Loan Insurance Corporation, Federal Housing 
Administration and the Export-Import Bank of Washington. The 
federal Loan Administrator, appointed by the President by and 
with the advice and consent of the Senate, is responsible for 
co-ordinating the functions of the several agencies under his juris- 
diction and supervises their administration. 

rom its creation to the end of September, 1940, loans and other 
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authorizations made by the R.F.C. totalled $14,875 millions, 
including $3,203 millions for allocations and loans to other govern- 
mental agencies and for relief by direction of Congress. Of the 
authorized total, $2,677 millions was cancelled or withdrawn. 
Disbursements amounted to $10,799 millions, and repayments 
(including cancellations of $2,726 miliions) to $8,903 millions, 
leaving $1,895 millions outstanding. By the end of June last the 
total, excluding relief and advances to other Government agencies, 
exceeded $14,000 millions, of which nearly $8,750 millions had 
been disbursed and about $6,500 millions —close on 75 per cent. 
repaid. 

So much for the peace-time activities of the Corporation. As 
early as 1935 the law which empowered the R.I.C. to make loans 
to industrial and commercial enterprises was broadened in scope, 
enabling it to lend to those engaged in the development of ore 
placer deposits containing gold, silver and tin. Since 1939, the 
activities of the R.F.C. have been further broadened to enable it 
to play a part in the accumulation of strategic materials. Several 
vears ago, the United States Army and Navy Departments, in 
co-operation with the Bureau of Mines, prepared a list of strategic. 
minerals (in which the U.S. is wholly or partly deficient),* and the 
country’s principal and alternate sources of supply. Steps were 
taken to speed up and expand the stockpiling programme and to 
stimulate production of strategic commodities at home and abroad. 
In July, 1940, the newly created Administrator of Export Control 
prohibited the export of all strategic and critical materials except 
under license. The Procurement Division of the Treasury Depart- 
ment had, since 1939, been acquiring essential commodities as 
emergency reserves. Subsequent legislation amended the purchasing 
procedure by permitting buying by private negotiation instead of 
by public bidding as required formerly. To hasten the process 
as world conditions grew steadily more ominous, the R.F.C. was 
selected to give effect to such measures through authority similar 
to that granted the War Finance Corporation in 1917. Hence, in 
ory 1940, Congress empowered the R.I°.C., when required by the 

L.A. with the approval of the President, to create or organize 
one or more corporations with power to produce, acquire ard carry 
strategic and critical materials. It was, also, empowered to make 
loans to, or purchase the capital stock of, corporations so formed. 








* The minerals “scheduled were: antimony, asbestos, bauxite, chromite, 
graphite, manganese, mercury, mica, nickel, nitrates, tin and tungsten. Adequate 
reserves of graphite exist in the U.S., but are unfavourably situated in relation 
to consuming centres or of unsuitable grades. If necessary, requirements of 
nitrates could eventually be covered by synthetic production. 
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Under this authorization, the Metals Reserve Company and 
Rubber Reserve Company were created in June, 1940, and the 
Defence Plant and Defence Supplies Corporations in August. The 
Metals Reserve Company makes commitments for purchases of raw 
materials from domestic and foreign sources of supply, and for 
stockpiling them in the United States. The reserve is made avail- 
able for industry or the Government as directed by the Office of 
Production Management. It also sells from its stockpiles on 
authorization by the same body. Its operations have assisted 
materially in averting acute shortages of materials and prevented 
serious delays which would otherwise have interfered with the 
smooth working of the defence progranime. Domestic sources of 
supply are encouraged to free the country from undue dependence 
on sources which might be cut off in war time. To meet the financial 
needs of expanding producers, Congress authorized development 
loans to mines even though their effect could not be immediately 
apparent. As a further aid to producers in the United States or 
the Western hemisphere, the Metals Reserve Company has entered 
into contracts for over three million tons of manganese ore, has 
leased two chromite properties, is constructing a concentration 
mill and encouraging domestic production of tungsten by purchasing 
from new operators in Nevada, Utah and California. In short, 
help is being extended to operators in almost every State in the 
Union wherein commercial mineral deposits are found. This 
programme has assumed an international aspect, with contracts in 
Canada for aluminium, nickel, lead and zinc, as well as a wide range 
of materials from Cuba and South America. 

Materials found principally in other parts of the world and vital 
for America’s war effort include tin, manganese and chrome, and 
the last two take up much shipping space. To help assure a sufficient 
supply of tin, an agreement was arrived at with the International 
Tin Committee w hereby the quota of pig tin was raised from 80 to 
130 per cent. This made available to the United States nearly 
75,000 tons, over and above the 80,000 to 85,000 tons normally 
consumed by the country yearly. The Metals Reserve Company 
also agreed to buy 90,000 tons of Bolivian pig tin at the rate of 
18,000 tons a year for five years. Thanks to this active programme 
of accumulation, America’s stock of refined tin at the end of last 
November amounted to 114,000 tons, while; in addition, there were 
20,000 tons afloat and the equivalent of 24,000 tons of Bolivian 
and Dutch ores, making a grand total of 158,000 tons. Moreover, 
the acquisition of Bolivian tin ore called for a smelter to process it. 
It was the R.F.C. that found the money to build the Texas City 
smelter, which started operations in February, 1042. 

The Corporation’s commitments in respect of strategic materials 
in the ten months to end-April, 1941, totalled $608.9 millions. 
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The largest items were $268.0 millions for Bolivian and Far Eastern 
tin, $140.1 millions for copper, $88.6 millions for manganese ore 
and $go millions in respect of Chinese antimony, wolframite and tin. 
In the following five months—see Table 1—the commitments 
aggregate rose more than 50 per cent. to $969.5 millions. Over 
go per cent. of this total is accounted for by the five large items : 
tin, $329.9 millions ; aluminium, $180.0 millions ; copper, $140.0 

TABLE 1 

R.F.C. COMMITMENTS FOR STRATEGIC MATERIALS 
(May 1 to September 13, 1941) 
Delivered Afloat On Order Amount 


Aluminium : Tons Tons Tons - ($’000) 

Import A oa a es — — 340,000 180,034 
Antimony : 

Import ie - ie - 7,014 - 19,623 6,403 

Domestic .. aa sa aa 1,250 i 1,750 780 
Asbestos: Import... iu - 197 273 1,090 215 
Bauxite : ” as ai Ss - 2,500 11,150 101% 
Cadmium : sg a oa - 67 --- — 139 
Chromite : 

Import Ga a a .. 59,579 50,000 298,803 12,015 

Domestic .. Pe me ee — - 108,000 285 
Copper: Import .. is .. 269,246 ~ 231,254(") 140,110 
Diamonds: __,, ain - ‘ _- os = 708 
Graphite : - , hy a 411 3,617 883 486 
Iridium (765 ounces) is ii *— — 120 
Lead: Import + sci .. 88,871 5,203 151,053 31,819 
Manganese ore: 

Import Te ‘on a .. 271,456 30,967 1,034,038 41,766 

Domestic .. n es ~ a 943 : 1,792,057 66,804 
Mercury: Import .. ' pa 10 40 9 
Mica : m ig ads ee : 2,757 3,069 
Nickel : 6 As 11,600 4,749 
Quartz crystals : Import... a 450 3,150 
Tin : 

Refined, Import .. se .. 39,592 3,150 143,258(*) 207,500 

Ore, fe i - .. 13,645 1,773 263,127 122,434 
Tungsten : 

Import ie i sii oY 2,831 275 65,098 113,169 

Domestic .. a i i 2,850 4,165 
Zinc : 

Refined, Domestic. . er iv 86,000 13,470 

Ore, Import a = oe 2,112 9,580 187,106 3,843 
3razilian Materials .. i sic — - 3,625(') 
Mexican Materials .. sd « — — 2,576(?) 
Peruvian Materials 2 tated 

969, 544 


(‘) Including 195,800 tons for which purchase contract not yet aneatud. 
(?) Including 88,026 tons for which purchase contract not yet executed. 
(*) Balance of estimated amounts for export in 1941. 
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millions; tungsten, $117.3 millions; and manganese, $108.6 millions. 
The Rubber Reserve Company was created to acquire a reserve 
supply of raw rubber. Due mainly to its exertions, America’s stocks 
of rubber at the end of last November equalled 510,000 long tons, 
and stocks afloat to the United States 140,000 tons, making a total 
of 650,000 tons, or about one year’s normal consumption. Following 
the outbreak of war in the Far East, the leading American rubber 
oil and chemical companies have arranged to construct plants with 
a capacity to produce 400,000 tons of synthetic rubber a year. 
The whole undertaking, reckoned to cost $400 millions, is being 
financed by the R.F.C. The Defence Plant Corporation, another 
R.E.C. subsidiary, has authority with respect to strategic and 
critical materials, covering all phases from buying to marketing, 
together with all the plants, land and equipment needed, in connection 
therewith. It can use these broad powers specifically for the manu- 
facture of arms, ammunition and other impiements of war, either 
by leasing or licensing the facilities or engaging directly in such 
activity if deemed necessary by the President. The Defence Supplies 
Corporation, dealing with strategic and critical materials, can 
produce, lease or purchase railroad equipment or commercial aircraft, 
and lease, sell or dispose of the same. Its powers cover facilities for 
the training of aviators, and it may take any further action that the 
President and F’.L.A. consider essential. Each of these four bodies 
is capitalized at $5 millions, is managed by a board .of directors 
appointed by the R.F-.C., and includes officers and agents chosen by 
the board. In addition to these four Federal defence agencies, 
the Defence Homes Corporation was incorporated in October, 1940, 
with a capital of $10 million supplied by the F.L.A. from funds 
allocated by the President. Its function is to provide homes where 
necessary in areas of extensive defence building and manufacturing. 
The Federal Loan Administrator has, furthermore, arranged for 
the United States to purchase ‘the entire output of Latin America 
in certain strategic commodities. The list includes industrial 
diamonds, quartz crystals, copper, lead, zinc, tin, antimony, tungsten, 
manganese, platinum, rutile and zircon. Suppties of these in excess 
of industrial demand will be stockpiled. An embargo on their 
shipment outside the Western Hemisphere has been agreed upon. 
The effect of this programme is three-fold: it gives America the 
materials she wants ; cuts off supplies which might-reach the Axis, 
and ensures the goodwill of the Latin-American States by helping 
to keep their national economies on a sound basis. The Export- 
Import Bank, another subsidiary of the R.F.C., was authorized in 
September, 1940, to make loans to develop the resources, stabilize 
the economies and assist i orderly marketing ot the products of 
the Latin-American countries. The United States thus forestalled 


ce TERRE EOE SRS TRE CS TY TERN AAT AUR IE A PE RN RIT PAT 


1S. 
ve 
ks 
1S, 
ng 
er 
th 


12 


_RECONSTRUCTION FINANCE _143 











political, economic, and strategic penetration of South and Central 
America by the Axis. 


As of March 7, 1942, loans and commitments by the R.F.C. 
and its subsidiaries in connection with defence and war amounted 
to $11,494 millions. This total was made up as follows :— 


($ ’o0o) 
Defence Plant Corporation .. is aa -» 4,797,758 
Defence Supplies Corporation ais 5 . 3,940:9a5 
Metals Reserve Company Y - ae .. 2,215,818 
Rubber Reserve Company .. ba + ‘a 875,000 
War Insurance Corporations .. a - a, 100,000 
R.F.C. Direct Loans .. P aud oe .. 1,259,866 
Export Import Bank .. ws ied ve ” 496,476 


Strategic commodities purchased by the M.R.C. total over $2,215 
millions, and the bulk of it was spent on the following items : 


($ ooo) 
Tin ore and metallic tin + - be a 337,478 
Aluminium and bauxite “i 53 is BG 253,830 
Copper .. ‘a - os - se ae 226,402 
Zine and zinc ore re oe oa aa we 156,378 
Tungsten ore... re ga “ - - 154,038 
Lead and lead ore ‘in wee es we “s 123,924 
Chrome ore e a3 oP he i i 31,808 


More recently, President Roosevelt issued an executive order 
whereby the War and Navy Departments and the Maritime Com- 
mission may guarantee or make loans for war production by small 
firms and sub-contractors. Also, a ‘‘ smaller war plants corporation,” 
capitalized at $100 millions, had been set up to act as prime 
contractor on war orders, and then sub-contract these to small 
plants. Thus, of late, to a certain extent, the R.F.C. has been 
“ short-circuited ’’ in respect of loans for war production which 
can now be authorized by the Army, Navy and the Maritime 
Commission ; by the appointment of a rubber co-ordinator by the 
War Production Board ; by the transfer of powers over imports of 
materials to the Board of Economic Warfare and by the transfer 
of the R.F.C. housing units to the new Housing Administration. 
This has been dictated by the exigencies of this total war calling 
for maximum output in the shortest time. 


This spending on a vast scale by Government agencies is leading 
to new trends in American finance and industry. To-day, more than 
thirty Government lending agencies set up in regional areas are 
competing with the commercial banking system. The regional 
offices of the Securities and Exchange Commission have been given 
greater authority to foster the growth of strong investment markets 
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throughout the Union. Free competition in the supply of new 
capital has, too, been restored in the case of many municipalities, 
railways and public utilities. A useful liaison system has been 
established to enable producers of armaments and munitions in the 
country to secure credit through channels other than their normal 
banking connections. To this end each Reserve Bank and branch 
has appointed a Federal Reserve Contract Officer to advise actual 
and prospective contractors on the financial problems arising out 
of war production. These men are there to arrange contracts between 
prospective borrowers and such local banks and other lending 
igencics, including the Federal Reserve Bank and the R.I.C. as 
may be needed to supplement credit supplies obtained from the 
borrower’s own bank. Thus the United States has from the start 
been dealing with a problem which in the early months of war 
handicappe d not a few firms engaged in war production in Britain. 

The American Administration is, furthermore, taking steps to 
place the present industrial expansion on the broadest possible 
basis of control, and in the process some powerful monopolies are 
being broken. When it speaks of favouring restoration of private 
enterprise the present Administration does not mean to uphold 
trusts and combines, since restraints of trade lead to industrial and 
financial concentrations of power without adequate public responsi- 
bility, while the interest of the consuming public is relegated at best 
to a secondary position. The Administration is rather employing 
the necessary intrusion of State enterprise to restore as far as possible 
conditions of free competition for the post-war period. Thus, 
with the R.F.C. granting loans, at least four outsiders have entered 
the field of aluminium production, the output and marketing of 
which till wey 1940 was exclusively in the hands of the Aluminium 
Company of America, and the price of this light metal has been 
reduced from 20c. per pound to 15c. The story is the same with 
magnesium production. 

in addition, the Administration is using the present emergency 
to decentralize and disperse industries, not only for strategic reasons, 
but also in order to distribute employment and income and difiuse 
prosperity more evenly throughout the Union. When peace returns 
with its problems of de mobilization, rehabilitation and reconstruction, 
there is little doubt that the R.F.C. will again be called upon to play 
an important part. The Government agencies may do a great deal 
in helping to iron out violent business fluctuations—that is, in the 
control of the trade cycle. But the mainspring of the economy 
is still to be private enterprise and free competition. 














British Banks in the Far East 


By Paul Bareau 


HE imposing progress of British banks having Asia as their 

principal sphere of interests has, for the moment, been rudely 

interrupted by the brutal impact of Japanese invasion. One 
glance at the number of their branches now in enemy territory will 
suffice to indicate the blow sustained by their current earning power. 
Of the Hongkong and Shanghai's 42 offices, for example, no less 
than 36 are now in enemy hands, including the head office. The 
tide of Japanese invasion had submerged Hongkong before the end 
of the year, and it has been found impossible to publish accounts 
for that period. Nor was it possible to make any announcement 
regarding a final dividend, so that the distribution for the year was 
left at £2 1os., being the interim declared last July, as compared 
with the £5 paid for 1940. 

In the case of the Chartered Bank, 37 out of 48 offices are now in 
enemy territory. The recently declared profits showed a reduction 
from £400,160 for 1940 to £352,865 for 1941, a fall which must be 
deemed extremely modest given the fact that the second half-year’s 
profits of all branches in enemy occupation at the end of the year 
were excluded from the total. On that evidence, 1941 would, but 
for the post-Pearl Harbour developments, have been exceptionally 
prosperous. The dividend was reduced from 10 to 7$ per cent., 
but even the published profits would have been fully adequate to 
repeat the previous year’s distribution. The Mercantile Bank, with 
12 out of its 25 offices now out of commission, also found it impossible 
to include the profits of all its offices in the published figures for 1941, 
namely £173,022 as compared with £196,106 earned in 1940. Until 
the war with Japan, the year 1941 promised to be exceptionally 
successful for this bank. The 12 per cent. dividend paid for 1940 
could have been repeated out of 1941 earnings, but it was thought 
prudent to cut the distribution to 9 per cent. 

The National Bank of India and the Eastern Bank have hitherto 
proved less vulnerable to the course of military developments. The 
former has its main representation in India and East Africa. The 
latter is primarily interested in the Near East. Of the National’s 
30 offices, only two are in enemy territory, and but one of the 
Eastern’s 13 offices has up to now shared that fate. Nevertheless, 
both banks have thought it wise to cut dividends in the face of the 
uncertainties of the situation, the National from 16 to 12 per cent. 
and the Eastern from 6 to 4} per cent. The Imperial Bank of India 
can hardly be classed with the group of exchange banks with which 
we are primarily concerned. Its main concern is with domestic 
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banking in India. None the less, its large network of branches has 
already been depleted by the invasion of Burma, where the bank 
was represented by six branches and a number of small sub-offices. 
Its profits and perhaps its dividends can hardly escape unscathed 
from the war in the East. 

The dividend cuts announced by these banks may have seemed 
of a precautionary character when measured in relation to 1941 
earnings, which were barely affected by the events following Japan’s 
entry into the war. Those banks which have lost a substantial 
proportion of their offices, however, may find it difficult in the 
current year to earn profits sufficient to justify even the reduced 
distributions made in respect of 1941. The Hongkong and Shanghai 
has lost virtually the whole of its earning power as derived from 
current banking business and is left in the main with the return 
on its portfolio. of investments. The other banks are left with the 
nucleus of their profitable Indian business; but the loss of the 
produce financing business in Malaya and the East Indies, and the 
considerable exchange profits that were yielded by the Chinese 
offices—especially those at Shanghai—affects an appreciable part of 
their current earning power. Even the Indian business seems 
unlikely this year to provide the same profits as in 1941. Quite 
apart from the uncertainties of the military situation, it is evident 
that the overseas trade of the country, for which the Exchange 
banks cater so largely, is bound to be impeded by Japanese raiding 
in the Indian Ocean and by the general shortage of shipping. 

While facing up to the prospect of a further appreciable cut in 
the earnings of British banks operating in the East, we must not 
rush to extremes and assume that the prospective reduction in 
profits will bear any relation to the ratio of branches that have been 
temporarily lost. That is not the case. It must not be forgotten 
that for some time past banking resources had been gradually with- 
drawn from the danger areas of the Far East. All banks concerned 
had, for example, reduced to the minimum their open commitments 
in China, and to a smaller extent in Malaya and the East Indies. 
The withdrawal from China had other causes besides the fears of 
Japanese aggression. Until 1935 it had been possible to hedge the 
exchange element in credit risks in China by silver arbitrage. That 
cover ceased to be available from the moment the Chinese currency 
was divorced from silver. Thereafter, the forward exchange markets 
in Shanghai and Hongkong were used for hedging operations, but. 
the cover they prov ide <1 became increasingiy expensive as the 
prospects for the Chinese dollar deteriorated. For the twelve months 
up to the control of the Chinese exchange market in 1941, the cost 
oi iorward exchange in terms oi sterling averaged about 35 per cent. 
per annum. On that basis, it became clearly unprofitable to engage 
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in any open finance in China unless the credit in question were offset 
by liabilities expressed in terms of the local currency. Credits were 
gradually liquidated and the proceeds represented by them were 
remitted home and largely invested here. Thus a bank such as the 
Hongkong and Shanghai has, over a fair period, concentrated more 
of its resources in this country. And though the return on these 
balances and investments may no longer be the proceeds of com- 
mercial banking operations, they will provide a source of revenue 
greater, in proportion to the profits of the immediate past, than the 
ratio of its total offices which that bank still retains. 

This trend in the distribution of assets can be seen reflected in 
the reports of the three Indian exchange banks with fair representa- 
tion east of Calcutta, namely, the Chartered, the National and the 
Mercantile. Over the year 1941, their combined deposits rose by 
{21,280,000. The main counterpart to this is to be found in an 
increase of {13,735,000 in their aggregate holding of investments, 
a further £3,992,000 has gone to strengthen the cash holding, while 
discounts and advances (which include some Treasury bills) have 
risen by £6,436,000. It will thus be seen that the position of the 
three banks in question had become appreciably more liquid over 
the year. Taking the Exchange banks as a whole, it can safely be 
said that their financial position is as strong to- -day as it has ever 
been. They are all in an exceptionally liquid position and control 
published and hidden reserves which will amply suffice to cover 
any losses arising out of the Japanese occupation of their branches. 
The assets actually lost as a result of invasion appear to have been 
very small. The damage to bank premises seems, as far as can be 
ascertained, to have been exceptionally small, and in any case must 
rank for compensation in whatever scheme the Government will 
evolve on the termination of hostilities. The banks’ securities, cash 
and bullion which were allowed to fall in Japanese hands amounted 
to an insignificant figure. These institutions, therefore, face the 
immediate future with their resources, if not their earning power, 
intact. Very little information has as yet leaked out of the occupied 
territories concerning the fate of the offices of the British and other 
Allied banks. In all cases, the Japanese authorities have declared 
their intention of liquidating the business of the offices in question, 
and through the Yokohama Specie Bank they are endeavouring to 
salvage what the invasion and occupation has left of the active 
business of these banks. The process of liquidation is bound to be 
protracted and difficult. 

Meanwhile, the whole position is bound to be further bedevilled by 
the Japanese intrusion in the currency arrangements of the territories 
concerned. As yet there appears to be little cohesion about the 
monetary arrangements made by the aggressor power. In the 
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Chinese treaty ports and Hongkong, it is believed that the Chinese 
puppet currency is being introduced. In Malaya, the invading armies 
brought with them vast amounts of counterfeit Straits Settlements 
dollar notes. Elsewhere, the army yen has made its appearance. 
The Japanese are known to have grandiose plans for establishing 
a common currency for the whole “ co-prosperity sphere’ ; but the 
experience available until now suggests that before any semblance 
of order can be restored in the monetary affairs of the occupied 
countries the confusion of the immediate invasion period is likely to 
become a great deal worse. The unravelling of this tangle is likely to 
prove a task of considerable mi ignitude. The “ undoing ”’ of the 
liquidation, the settlement of the true exchange value at which 
pre-invasion assets and liabilities are to be fixed in terms of post- 
invasion operations—these are problems that will only be solved by 
long and arduous labour and with heip from the Governments 
concerned. The currency position will be specially intricate in 
Hongkong, where the circulating medium was a bank currency and 
where the Hongkong and Shanghai Bank mz Ly after the war be left 
responsible for currency issued by the enemy as well as its own notes 
which, we may rest assured, will be held for the duration over large 
parts of China as well as in the Colony itself. 

In considering the future of these ‘banks, it would, however, be 
unwise to attach undue importance to such essentially technical 
problems. Far more fundamental issues face these institutions than 
that of unravelling the mess which the Japanese will have created 
during their gccupation, such as the question of the kind of political 
background against which they will be called upon to function after 
the war. This is hardly a banking proble m, but the banks can make 
some provision for the contingencies which the prospect seems to 
hold out. In addition, there is the question of the type of economic 
and, in particular, of exchange and trading organization into which 
these banks will be expected to fit after the war. 

The political trend is unmistakably in the direction of greater 
national consciousness and autonomy of the countries of Asia from 
which these banks have drawn their main profits. It is, however, 
impossible to generalize on the question. In China a new nation is 
being forged. Though it will continue to need external credit, and 
probably some guidance in economic and financial affairs, the 
position of foreign banks in China will never be quite what it has 
been in the past. The foreign concessions are, by all accounts, a thing 
of the past. In India, the ‘trend i is even more marked, and we must 
expect to see within a measurable future an India that will have 
complete fiscal and financial autonomy. In Malaya, Burma and the 
East Indies, on the other hand, a longer period of political and 
economic tutelage appears to be essential. In those territories the 
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organization of the Exchange banks may require a lesser degree of 
adaptation to the new political background. 

In India, British banks have to some extent bowed to the 
prevailing political winds by recruiting an increasing part of their 
stafis in India and by giving these employ ees the opportunity of 
achieving positions of genuine responsibility. The process of 
Indianization has been carried to its greatest lengths by the Imperial 
Bank which, with its hundreds of offices and sub-branches and its 
primary concern with domestic banking affairs, is obviously the 
institution best calculated to lead in this respect. The Chartered 
3ank has also progressed some way in this direction. Though an 
‘Exchange ’’ bank in the true sense of the term, the Chartered 
obtained by its acquisition of the P. and O. Banking Corporation 
an interest in the Allahabad Bank, which is mainly interested in 
domestic credit. By this means one oj the Exchange banks, at least, 
has acquired direct contact with the field of domestic banking in 
India, a link which may stand it in good stead after the war when 
Indian independence becomes an accomplished fact. 

To apply the same process of staff reorganization to China would 
seem to present greater difficulties. Some approach to this adaptation 
has been made by the banks which in recent years have striven to 
bring the compr ador within the recognized fold of their own staffs 
and his bookkeeping within the centralized audit control of the 
bank. The comprador is a traditional and, it would seem, essential 
feature of Chinese banking. He is the agent who acts as liaison 
between the bank and Chinese customers. Most of the business 
with Chinese customers has been introduced and arranged by the 
compradors, who take their commission from the bank and, in 
addition, such “‘ squeeze ’’ from the Chinese customer as the traffic 
will bear. In return, the comprador assumes full financial respon- 
sibility for the commitments o. the ci ents he introduces. He fulfils 
a useful role, but the lack of control over his activities has been 
a defect of the system which some banks have striven to remedy 
by giving him a status equivalent to that of a chief cashier, and by 
encouraging their Chinese clientele to come to them direct. There 
are bankers with great experience of China who express their complete 
scepticism of the success of this infusion of local talent into places 
of responsibility anywhere in the East. They contend that the 
move may be a political necessity, but that it has little other 
justification. They do not pretend to pass judgment on the relative 
esi es of commercial morality of the East and the West. They 
admit that “ squeeze may be an admirable and very effective 
method of arranging business and getting things done in the East. 
But their contention is that ‘‘ squeeze ”’ “and all the practices and 
ideas it stands for are unlikely to mix successfully with the British 
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banking traditions which are still enshrined in the operations and 
in the prestige of the Exchange banks. As against this point of view, 
it is argued by those who have watched the process of Indianization 
in India that this has met with conspicuous success and has inspired 
the Indian personnel with a spirit of endeavour which was lacking 
before their way was opened to positions of importance and 
responsibility. 

As for the type of financial and merchanting system into which 
the Exchange banks wi!! be called upon to fit themselves after the 
war, it is, of course, impossible to speak with any precision at the 
moment. Certain broad suggestions may, however, be hazarded. 
It seems fairly evident, for example, that the type of free exchange 
market which centres such as Shanghai and Hongkong have provided 
in the past, and which yielded the banks represented in those centres 
such lavish profits, are things of the past and are unlikely to return. 
They depended upon a diversity of local currencies, a freedom of 
international movements of short-term capital and a mechanism 
of bullion arbitrage against the return of which there appears to be 
a strong array of probabilities. As for the financing of trade with 
the countries of the East, the Exchange banks should find little 
difficulty in taking up the threads which were broken with the 
Japanese invasion. They had come to know intimately the produce 
markets concerned, and their access to the London and New York 
markets gave them resources in rich abundance. The place of the 
highly specialized and elastic system of bill finance which they had 
evolved can hardly be taken by the crudities of a centralized clearing 
system. It is probable that local Chinese banks, and in particular 
the Government banks, will play an important réle in domestic 
reconstruction finance in China. Even so, there should be ample 
scope for the activities of the foreign exchange banks in financing 
the overseas trade of that country, of Malaya, and of the East Indies. 
Finally, it is to be hoped that the post-war decades will see a period 
of great capital development in the Far East, with railway, road 
transport and industries of all kinds being established and expanded. 
The material and financial resources required for that programme 
will in large part have to be provided from outside. In the financing 
operations involved, the Exchange banks should find scope for their 
activities. Though the future may in part be dim and uncertain, 
therefore, it still holds great promises for our Eastern banks. They 
will have to meet difficulties and adapt themselves to changes in the 
political and economic foundations of their activities. But they 
have shown no lack of adaptability in the past and there is no reason 
to believe that their resilience has now left them. 





War Finance in Australasia and 


South Africa 


By E. A. Grant 


HE repercussions of the war with Japan and the advent of 
the Labour Party to power have quickly become apparent 
in Australia’s economic life. This fact is strikingly illustrated 
by banking statistics for the last quarter of 1941. By far the 
greater part of the credit expansion effected during the year as a 
whole was concentrated in the October-December quarter. Thus 
the total deposits of nine trading banks have risen over the year 
by {Azo millions, but more than three-quarters of this increase 
occurred in the last quarter. This acceleration of credit expansion 
is doubtless inevitable in view of the recent rapid growth in 
Australia’s war effort, but it is interesting to note that it has taken 
place during a period in which the banking controls established 
by the Curtin administration were beginning to come into operation. 
Since the effect of these controls in limiting banking profits arising 
out of credit expansion has already become apparent, the banks 
at least cannot be accused of having engineered inflation for their 
own ends. It is, in fact, evident that the difficulty experienced by 
the banks in employing the additional deposits is becoming an 
increasingly serious problem. 

It is true that in comparison with their British counterparts the 
Australian banks are still able to employ a very large proportion of 
their funds in making advances. In the last quarter of 1941, the 
ratio of advances was still as high as 73.8 per cent., as compared 
with 78.9 per cent. a year previously. Between December, 1940, 
and September, 1941, advances actually rose by a small amount, 
but in the succeeding quarter they fell by £A4 millions. The 
declining trend of advances in the final months of the year is not 
sufficiently decisive to be attributed to the new banking controls, 
which, it will be remembered, aim at ensuring that advances are 
only made available for essential war purposes. The fall is, in fact, 
due to the same reasons which have operated in Great Britain: 
increased prosperity, diminishing the need for bank accommodation, 
and the growing use of direct Government finance. It is generally 
expected, however, that future banking figures will be more responsive 
to the new regulations, and that a more substantial fall in advances 
is likely during 1942. 

The trend of security holdings during the year has been of 
rather more definite significance. In the first nine months of 1941 
they rose by £A12.1 millions, whereas in the final quarter of the 
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year the increase was only {Ao.5 millions. This marked slackening 
in the . of increase appears to be a reflection of Government 
policy in regard to bank investments, and it is likely that the 
declining rte will become more conspicuous as time goes on. 
The trading banks’ liquid assets also show a divergent trend between 
the first nine and the last three months of 1941. Cash and Treasury 
bills fell by £Arrt. 4 millions during the first three-quarters of the 
year, and rose by {A17.9 millions in the final quarter, being £A6.5 
millions higher on balance over the year. The increase of f£A1z2 

millions in Treasury bills during the last quarter is particularly 
interesting, as evidence of how credit expansion is being financed 
by floating debt finance. Even more significant, however, is the 
appearance at the end of 1941 of special wartime deposits with the 
Commonwealth Bank amounting to {7.8 millions. It will be 
remembered that one of the principal features of the new banking 
regulations was the requirement that the trading banks should keep 
surplus investible funds on deposit with the Commonwealth Bank. 
Interest is pad on these deposits at a rate designed to prevent the 
banks’ trading profits from exceeding the average of the three years 
preceding the war, and it is doubtless the intention of the authorities 
that they should provide the main counterpart for any further 
credit expansion. 

The Commonwealth's expenditure on war, which is responsible 
for these striking movements in the banking figures, is increasing 
rapidly. The 1941/42 Budget provided for total expenditure of 
£A325 millions, of which {A221 millions was for war purposes, as 
compared with {A170 millions in the previous year. Since then 
the estimate of war expenditure has been increased by £A30 millions, 
and it is fairly certain that the revised estimate will be exceeded. 

This expenditure is put into fairer perspective by the fact that 
the Australian national income is estimated to be in the region of 
£A1,000 millions, indicating that there is room for still further 
effort. Other economic indices tell the same story: the number 
of persons employed in the war industries has not increased as fast 
as might have been expected. The necessity of transferring workers 
from non-essential to essential occupations has now, however, been 
more fully recognized, and very considerable progress is believed 
to have been made in recent months. But the fact remains that 
the administration has not tackled the problem of excessive civilian 
consumption by the direct method of rationing, except over a limited 
field. Instead, they have introduced comprehensive measures of 
price and profit pegging and have laid down restrictions on the 
transfer of property. Price control by itself is a notoriously ineffective 
means of securing equitable distribution, and transfers of existing 
property can have little effect in hampering the war effort, except 
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insofar as they ey enable the sellers to increase their relative share of 
scarce consumption goods. 

Overseas trade figures for Australia have now been suspended, 
but the last series available, for January of this year, showed a 
welcome contraction in imports, which may have reflected the more 
drastic restrictions imposed shortly before. Figures for exports 
have, of course, less significance, for although the shipping shortage 
has necessitated the storage of many primary products in Australia, 
their financing has been made a joint responsibility of the British 
and Australian Governments. The high level at which imports 
were maintained throughout the greater part of 1941 was largely 
responsible for the shrinkage in the Commonwealth Bank’s London 
funds, which amounted to £A59.9 millions in December of last year, 
as compared with £A86.8 millions in the corresponding month of 
1940. Other contributory causes were the increase in overseas war 
expenditure and the necessity for repaying loans in London and 
New York. 


AUSTRALIAN TRADING BANKS - 
(4A millions) 
Oct.-Dec., Change on Change on 
Quarterly Average : 1941 Quarter Year 
Deposits oa we 3 er 376.6 + 15.3 + 20. 
Advances i 3 es 7 0 —- 4.0 — 3. 
Investments a "62.3 + 0.5 a2. 
Wartime Deposits with Commonwealth 
Bank .. - ms a3 ae 6 - 2.6 
Treasury Bills .. ois $3 — 6.0 + 12.0 
Cash or ws re i re 8 + 5.9 
COMMONWEALTH BANK 
(£A millions) 
Mar. 2, Change on Change on 
1942 Quarter Year 
Note circulation ‘ ey 2 87.1 + 11.0 + 24.5 
Reserve and London funds 5 50.5 Fis e- 
In New Zealand also it is noteworthy that the year’s credit 
expansion was concentrated in the last quarter of 1941. Up till 
September there was, in fact, a contraction in trading bank figures, 
while in the last quarter of the year this trend was sharply reversed. 
So far, the New Zealand trading banks have been more fortunate 
than their.Australian counterparts in maintaining and even increasing 
their advances. Although these were practically unchanged on 
balance over the first nine months of the year, there was a substantial 
advance during the last quarter. With securities, on the other hand, 
a contrary trend prevailed. Over the year as a whole investments 
have formed the principal counterpart for the increase in deposits, 
but in the last quarter they remained almost unchanged. 
The New Zealand Budget statement for 1942/3 envisages a total 
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expenditure of £NZ133 millions. Of this amount, some {NZ56 

mil ions will be met by the British and United States Governments. 
It is to be hoped that during the coming year a larger proportion of total ‘ 
expenditure will be devoted to war purposes and a smaller amount F 
to public works than has hitherto been the case. In order to avoid s 
inflation New Zealand has had in operation for some time compre- ' 
hensive measures designed to stabilize the structure of costs. These " 
measures appear to have been successful, since the cost of living r 
has risen comparatively little since the beginning of the war. It is / 
estimated in the Budget statement that, while purchasing power r 
has increased by 10 per cent. during the war, the supply of goods ; 
for civilian consumption has been reduced by over 30 per cent. h 
During 1941 New Zealand enjoyed a substantial favourable trade t 
balance, but the resultant addition to sterling holdings was evidently . 
hardly sufficient to meet increased overseas wat expenditure. The I 

Reserve Bank’s overseas assets declined fairly steadily throughout 
the year, although those of the trading banks remained comparatively ‘ 
stable. Shipping difficulties are likely to affect export figures more 
seriously now that war has spread to the Pacific, but on the other c 
hand import restrictions have now become more drastic. It is r 
interesting to note in this connection that the Reserve Bank’s London ; 
funds have shown a marked recovery since the turn of the year. ; 
New ZEALAND TRADING BANKS t 
(£NZ millions) n 
Dec., Change on Change on 7 
Last Monday in month: 194 Quarter Year ti 
Deposits i Ss = as 83.0 + 4.1 +- 3.9 I 
Advances ; sad ne 50.5 2:7 + 2.4 is 
Investments .. : a 23-9 O.I + 5.9 u 
Overseas assets P - aia I2.0 - £25 + O.I ~ 
Cash .. - bs sia 15.9 + I. 2.7 _ 
Reserve Bank or New ZEALAND p 
(£NZ millions) H 
Feb. 23, Change on Change on C. 

1942 Quarter Year 

Note circulation ' ze 23-5 ‘2 + 2.2 t] 
Reserve and London funds 22.3 8.5 L. 2.6 rT 
South -Africa’s financial position in wartime is radically different 7 
from that of the two Dominions already discussed. In the first tt 
place, her sales of gold have enabled her to obtain a substantial . 
surplus of foreign exchange, which has been employed in the os 
repatriation of sterling debt. In the second place, owing to the 7 
€ 






absence of unanimity among the population about the Union’s 
participation in the war, it has not been expedient to divert nearly 
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so high a proportion of the country’s resources to war purposes as 
has been the case in other belligerent countries. 

These factors are reflected in commercial bank figures, just as 
in other r aspects of the country’s economic life. Over the past yea 
deposits have risen by £SA23 millions, a far greater proportionate 
increase than in any of the other Dominions. This expansion was 
the direct result of the Reserve Bank’s heavy payments for gold 
in excess of its sales of exchange. The additional deposits have 
provided the banks with a difficult investment problem. There has 
been no scope for increasing advances, and in fact this asset has 
declined over the year. The only outlet has been in additional 
holdings of Government securities’ The supply of the latter has, 
however, not been equal to the demand. It has proved impossible 
to maintain anything like a normal ratio of earning assets to deposits, 
and the banks have been obliged to let their balances with the 
Reserve Bank run well above statutory requirements. 

The prosperous conditions which are indicated by this plethora 
of money find confirmation in some interesting estimates of national 
income, which appear in the December, 1941, issue of the 
South African Journal of Economics. The author, Professor S. Herbert 
l‘rankel, estimates the net national income for 1940/41 to have been 
{5A472 millions. After deduction of interest payments abroad, 
net investment and war expenditure (of £{SA55 millions), he finds 
the national income available for consumption to have been {5A367 
millions. After correcting this figure by the retail price index, 
indirect taxation having been taken into account, it is found that 
the net national income has risen by nearly 10 per cent. between 
1938/39 and 1940/41. It may be noted that defence expenditure 
is only 12.1 per cent. of,the net national income of £{SA453 available 
within the Union. No estimate of last year’s national income has 
yet been made, but it is known that defence expenditure in 1941/42 
rose to {SA72 millions, of which revenue and borrowings each 
provided shout one-half. For the current financial year, Mr. J. F. 
Hofmeyr, the South African Finance Minister, envisages a war 
expenditure of {SA8o0 millions. 

The overseas position of South Africa has been dominated by 
the fact that, with gold output at the record figure of {SArz2o 
millions, it was possible for the Union to accumulate {SA32 millions 
in London in excess of current commitments. The greater part of 
this surplus was used in the purchase of the four vested Union 
stocks, to a nominal value of £SA30.6 millions. There have been 
other repatriations of stock, and altogether the external debt has 
been reduced by £SA37.5 millions to £{SA60.7 millions. The debt 
repatriation scheme has been accompanied by measures for the 
cancellation of the stock affected. In the first place, the stocks are 
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transferred to the Reserve Bank, as is indicated by the year’s increase 
of {SA17.3 millions in investments. To offset the inilationary 
tendency inherent in this process, the Government has pursued the 
policy of borrowing internally in order to repurchase the repatriated 
securities. The money raised in this way has enabled £{SA12.8 
millions of stock to be cancelled ; after applying the year’s Budgetary 
surplus to the same end, some {SAx8. 8 millions of repatriated stock 
will have been cancelled in all. 

It is evident, however, that more direct methods of combating 
inflation are still needed. Despite increased taxation and borrowing, 
purchasing power is steadily expanding, while the supply of con- 
sumption ‘e00ds, large ly owing to shipping difficulties, is contracting. 
In the past year, imports were well maintained. The United States 
is now South Africa’s principal supplier, but imports from the 
United Kingdom were not so much reduced as might have been 
expected. In the current year, however, it will be more difficult 
to obtain supplies from overseas. Already the wholesale price index 
of imports to the Union has risen by 40 per cent. The Government's 
principal weapon against a rising price level is price-fixing, which 
is now employed extensively. The effect of this policy is seen in 
the fact that the retail price index has only risen by 13} per cent. 
This is satisfactory as far as it goes, but when consumption goods 


are in really short supply price-fixing will not protect the public 


against the inequities of queue- inflation. Rationing is, of course, 
the obvious solution, but except in the case of petrol it has not 
so far been imposed. The reason is that the introduction of such 
measures would be a difficult matter in a country like South Africa, 
whose population is of such a heterogeneous nature. On this account, 
it is unlikely that rationing could ever be so comprehensive as 
elsewhere, though there are still directions in which the system 
could practicably be extended. 
SouTH AFRICAN COMMERCIAL BANKS 
(£SA millions) 
Dec.. Change on Change on 
1941 Quarter Year 
Deposits of x3 53 i 147.3 + 6.4 r 22.5 
Advances , =i “2 35.-¢ 0.4 — 
Investments .. ds as ‘a 49.1 + 11.8 + 1 
Cash and balances .. = as 50.7 - 6.4 + 
RESERVE BANK 
(£SA millions) 


April 2, 


1942 
Note circulation ¥ as st 30.6 
Gold .. ot = e By 48.4 


Investments and other assets v 55-5 


Change on 
Quarter 
tL 60.6 

4-5 
3:5 


Change on 
Year 
L 6, 
oO. 


F 17.. 
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Latin-America’s Trade Revival 
(By a Correspondent) 


INCE the Pan-American Conference in Rio de Janeiro a few 
months ago, when the twenty-one American Republics 
virtually agreed to organize their economy for the support of 
the war effort of the Allied Nations, the relations of those Republics 
as a whole with the Axis Powers have sharply deteriorated. 
Argentina and Chile alone still maintain diplomatic relations with 
the Axis Powers. In bringing about this rupture of relations, 
German sinkings of merchant vessels flying the flags of Brazil, 
Chile, Uruguay, etc., have of course been an import: ant factor. 
The military exploits of Japan have helped to tighten even more 
the economic links between South America and the Allies: first, 
because they leave the U.S.A. and Britain as practically the only 
two sources of supply of the manufactured goods and other exports 
for which there is such crying need in South America : and secondly, 
because Latin-America is the alternative supplier of many tropical 
products required by the Allied Nations and no longer obtainable 
from the Far East. 

The heavy flow northwards of strategic products from South 
America, therefore, should be even further broadened during the 
coming months, much accelerated by the enormous credits to finance 
transport and other ancillary developments which are being granted 
by the U.S.A. to the leading sources of supply of commodities such 
as metals or rubber—to such countries, for example, as Bolivia, 
Mexico, and Brazil. The agreement with Brazil is of outstanding 
importance, inasmuch as that country will be lent up to about 
200 million dollars for the supply of defence material, the develop- 
ment of Brazilian exports of strategic materials northwards, the 
development of Amazon rubber production and, finally, new 
construction on the Victoria—Minas Railway and the exploitation 
of the Itabira iron-ore mines, to which latter scheme the British 
Government is a party. The Allied Nations are now assured of new 
and extensive sources of supplies of both iron-ore and — 

two of the most important strategic materials—from Brazil, 
which country industrialization may be accelerated to a very moat 
extent by reason of these wartime developments. 

The effect of wartime conditions upon trade between North and 
South America had already become very marked during the year 
1941. Normally, the balance of trade between Latin America and 
the U.S.A. is favourable to the latter country, but, arising out of 
the war, with increasing demands by America for minerals and 
other raw materials, such as Chilean copper, Argentine wool and hides, 
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and Brazilian iron and manganese ores, the balance has moved 
recently in favour of Latin America. Thus, for 1941 the U.S.A. 
had an unfavourable trade balance of $106 millions, whereas in 
1940 there was a balance in favour of the U.S.A. of $63 millions, 
Last year, the U.S.A.’s unfavourable balance with .Chile was $63.5 
millions, followed by Argentina with 857-7. millions, and Brazil 
$35.7 millions. The trend indicated by the figures quoted is likely 
to become more pronounced this year as U.S. exports of manufactured 
goods are curtailed by the conversion of North American industry to 
war production. However, the shortage of fuel and of shipping is 
now the paramount factor affecting South American oversea trade, 
notwithstanding that the leading countries are building up merchant 
fleets through the acquisition of Axis and neutral ships. The 
necessary re must be obtained mainly through the good offices 
of the U.S.A., which appears to be following a discriminatory policy 
according ra the degree of political co-operation shown by the 
various Republics against the Axis Powers, and especially with 
preference to cargoes most likely to help Washington’ s war effort. 
The same selective policy is being followed by W ashington in regard 
to priorities for the export of much needed manufactures s, etc., to 
South America under the present quota system. 

Looking forward to the general economic and financial recon- 
struction which must take place after present hostilities cease, 
South America undoubtedly expects the U.S.A. to take the lead 
in order that international trade does not return to a restricted 
system of barter with rigid exchange control. Meanwhile, it is 
believed that substantial amounts of sterling have accumulated in 
the relative Speci ial Accounts in London, particularly in the c case of 
Argentina and Brazil, and already some portion of the “ blocked ’ 
sterling balances in London has been utilized to repatriate part of 
Argentina’s national debt. Sterling balances will continue to 
accumulate so long as Britain continues to buy from South America 
more than can be supplie din return. This might lead in the post-war 
period to South America being obliged to increase purchases of 
3ritish goods in order to utilize these pounds instead of being free 
to buy in the most convenient market. 

So far as concerns banking earnings, although those arising from 
the financing of oversea trade may tend to be re stricted under wartime 
conditions, it is likely that this is more than compensated by increased 
earnings arising from larger business turnover both locally in South 
America and in respect ‘of enhanced trade between the Republics 
themselves. 

The increase in shipments at higher prices—principally to the 
U.S.A.—of wool, meat and other pastoral products during 1941 
saved Argentina from the adverse effects of the agricultural crisis 
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due to loss of European grain markets. In the result, although the 
volume of exports was some 35 per cent. lower than in 1940, the 
total market value was higher, at 1,463 million pesos, against 
1,428 millions in 1940, and the balance of trade was favourable to 
the extent of 187 miilion pesos, against an adverse balance in 1940 
of 71 millions. In addition, there was a heavy inflow of foreign 
capital, which caused the value of the free peso to appreciate and 
obviated the necessity to export gold. The Report of the Argentine 
Central Bank for 1941 emphasises the extraneous factors which have 
improved Argentina’s balance of international payments, and also 
reveals its own exemplary control of national credit. It points out 
that, in spite of the loss of foreign markets for grain, internal pur- 
chasing capacity has been maintained at a high level, as a result of 
the Government's policy of utilizing the resources of the banking 
system to purchase surplus crops and to finance expenditure which 
could not be met by normal revenue. While industrial and other 
activities have expanded in consequence, serious problems have also 
been created which must be studied in good time. Public purchasing 
must be further limited, although it is already being restricted auto- 
matically by the inability to obtain even essential imports. The 
medium-term Treasury bonds issued to finance the Government’s 
purchases of grain from the farmer will also tend to have a corrective 
influence by absorbing part of the public’s purchasing capacity. 

The reserve position of the Central Bank itself remains very 
healthy, the ratio of gold and foreign exchange to notes and other 
sight liabilities at end-March, 1942, showing practically no change 
over the preceding twelve months at over 75 per cent. Despite the 
Government’s large internal bond operations, the situation of the 
commercial banks also remains sound, total deposits at the end of 
1941 having totalled 4,762 million pesos, against 4,122 millions 
twelve months previous sly. Total loans advanced slightly on the 
year to 3,655 million pesos (against 3,145 million pesos), and total 
cash holdings to 88g million pesos (751 millions). Liabilities involved 
in commercial failures continue at a low level, whilst the upward trend 
in cheque clearances shown in 1941 continues during the present 
year. 

Optimistic conclusions based on these statistics, however, might 
be ill-founded, as they largely reflect an artificial wartime boom 
caused by rising prices or a growing shortage of many key imports 

the latter factor, indeed, threatening to cause unemployment in 
certain trades. Moreover, the nation’s fiscal accounts are increasingly 
unbalanced, mainly because of the immense cost of Government 
purchases of crops from farmers at guaranteed prices, although 
compensatory factors are the repatriation of foreign debt and the 
conversion to lower interest bases of internal bonds and cédulas 
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which are now also subject to income tax. In a recent note to 
Government departments urging strict economy, the Minister of 
Finance revealed that the total sum by which ordinary expenditure 
is likely to exceed revenue over the three years 1940 to 1942 may 
approach 800 million pesos (over £45,000,000 sterling). 

The other River Plate countries have continued to benefit by 
the demand for pastoral products. This applies particularly to 
Uruguay, whose wool, hides, etc., have been sold to the U.S.A. in 
good quantity at high prices. Uruguay’s exports in 1941 were worth 
nearly $75 millions (U.S.), against $65 millions in 1940, and the 
favourable trade balance increased to nearly $12 millions ($10 
millions). Cheque clearances in Montevideo in 1941 were the highest 
for five years at 1,669 million pesos, against 1,499 millions in 1940. 
At the end of 1941, the Banco de la Republica continued to show the 
strong reserve position of some 80 million pesos for account of the 
Issue Department, against notes in circulation of 107 million pesos. 
Customs House receipts in 1941, at 33,650,000 pesos, were only 
829,000 pesos less than in 1940. The commercial banking situation 
remains sound, and foreign exchange for imports is forthcoming in 
good quotas under permit. In Paraguay, the State Bank now 
controls exchange operations, although the foreign trade balance has 
improved considerably. 

Peru’s export trade continues at record high levels, having 
totalled 494 million soles in the year 1941, against 406 millions in 
1940, with an export surplus of 136 million soles, against 87 millions. 
In the foreign exchange market, American dollars are freely offered, 
any excess being taken up by the Central Bank, but the supply of 
sterling fluctuates in accordance with intermittent British Govern- 
ment purchases of Peruvian products. The new cotton crop promises 
well, and anxicty caused by the loss of the Japanese market for 
raw cotton has been set at rest by the new comprehensive trade 
treaty with the U.S.A., whereby Peru’s strategic resources will be 
mobilised in the interests of the Allied Nations. Local manufacturing 
industries and mining production are forging ahead, 336 new 
commercial companies with a combined capital of 49,000,000 soles 
having been formed in 1941, while bank advances and cheque 
clearings both showed expansion. 

Chile’s exports rose in 1941 to 768 million pesos (of 6d. gold), 
from 697,000,000 pesos in 1940, while the favourable trade balance 
was recorded at 243,000,000 pesos, against 190,000,000 pesos... This 
figure, however, overstates Chile’s effective balance of trade, because 
the whole of the proceeds of copper and nitrate exports, which are 
included at their full value, do not become available to pay for 
imports. Production of copper and coal in October reached the 
highest monthly total on record, but the shortage of ships and coal 
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is a pressing problem, especially as transport difficulties are restricting 
shipments to the U.S.A. of metals for which large contracts have 
been signed. The manufacturing industries are active, except where 
affected by the shortage of imported materials. The further increase 
in Chile’s note circulation (1,449 million pesos at end-1941, against 
1,149 millions twelve months earlier) has given rise to fears of 
inflation. The Central Bank of Chile, however, in a report covering 
1g4I expresses the opinion that the present internal depreciation of 
the purchasing power of the currency is not due to an excessive 
emission of notes, nor to the excessive granting of credit, but rather 
to external and internal factors of a non-monetary nature. There 
has, for example, been a steep rise in both wholesale prices and the 
cost of living, caused by the wartime upward trend of world prices, 
as well as great scarcity of many imports and sharp increases in 
wages. There is, nevertheless, an abnormally large amount (now 
about 78 per cent.) of the circulating medium in the hands of the 
public, with a correspondingly small amount held by the banks. 
This is mainly due to the greater use of the bank-note in payments, 
instead of cheques, and a new cheque law offering greater security 
to commerce is urgently overdue. This unequal note distribution 
may not be of importance to the monetary policy, but is an incon- 
venience for the banks, which are obliged to have recourse constantly 
and increasingly to rediscounting with the Central Bank. It is 
claimed, therefore, that there is no monetary inflation in the real 
sense of the word such as occurred in 1931-32, when the Central 
Bank was obliged to make large note emissions decreed by special 
laws which had no other effect than an unprecedented depreciation 
of the currency. Rather have cause and effect been reversed: that 
is to say, the internal market situation caused by non-monetary 
factors necessitates a larger volume of circulating medium. : 
Colombia, Venezuela and the Central American countries shared 
with Brazil the benefits in 1941 of quota imports of coffee into the 
U.S.A. at prices showing a general rise of some 100 per cent. In 
addition, there has also been greater American demand for petroleum, 
metals and other products, so that the exchange position is relatively 
normal. At the beginning of 1941 it had hardly been anticipated 
in Brazil that the year would show such a great increase in export 
rade, particularly through intense American demand for so many 
farming, pastoral and mineral products. The course of events 
confirms faith in the future of Brazil because of the incalculable 
variety and quantity of her natural resources. Notwithstanding the 
restrictions imposed by the inadequacy of transport and mining 
facilities in relation to the increased export demand, Brazil’s total 
exports rose in value in 1941 by 36 per cent. to 6,729,000 contos, 
while an export surplus was achieved of 1,215,000 contos, as com- 
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pared with a small adverse balance in 1940. The foreign exchange 
market, therefore, has remained normal within existing regulations, 
and the banking situation liquid. Indicative of business expansion, 
combined cheque clearances in the cities of Rio de Janeiro and 
Sao Paulo increased in 1941 to 36 million contos, against no more 
than 27 million contos in 1940. Although Brazil’s note circulation 
further increased during 1941 from 5.2 to 6.6 million contos, the 
correspondifig ratio of gold held by the Bank of Brazil for account 
of the National Treasury rose from 17.9 to 19.9 per cent. Of the 
increase in the note circulation in 1941, 400,000 contos was for the 
Rediscount Department of the Bank of Brazil, used by them to 
grant facilities to expand national agriculture, etc. Since the war 
started, the Brazilian banking movement has shared in the general 
development. Between September, 1939, and the end of 1941, 
banking loans rose by more than 50 per cent. to 15,894,000 contos, 
whilst total deposits advanced by 39 per cent. to 16,532,000 contos. 
The bulk of the increased business appertained to the national 
banks. Foreign institutions probably tended to follow a conservative 
policy in view of the law providing that all deposit banks should 
take steps to have their share capital transferred to Brazilian holders 
by July, 1946, although already a later Decree has exempted American 
banks from this measure. 


Swiss Banking in 1941 
(By a Swiss Correspondent) 


HE disturbed financial conditions which characterized the 

previous two years in Switzerland quietened down considerably 

in 1941. The violent fluctuations of exchanges and the unusual 
movements of funds away from and back into Switzerland cam 
to an abrupt and almost complete stop with the freezing of Swiss 
and other Continental funds in the United States on June 14. 
Under present conditions, the financial structure, in keeping with 
the whole economy of Switzerland, has to serve Swiss needs far 
more exclusively than in peacetime, owing tothe country’s isolation 
from the overseas world. This fact, of course, does not prevent 
the type of expansion tendency apparent in almost every other 
country and due to increased government expenditure for defensive 
purposes. All the available financial data from Switzerland show 
traces of that tendency, but on the whole Switzerland has succeeded 
almost completely in curbing any development savouring of real 
inflationary danger. 
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TABLE I 


BALANCE SHEET, SwisS NATIONAL BANK 
(In mill. francs) 


Liabilities 1938 1939 1940 1941 

ce circulation és a 1,751 2,050 2,375 2,337 
Giro ”’ deposits 0 ee 1,593 687 I,019 897 

Government deposits ce 8 II 7 195 
Other deposits , ee 31 32 42 45 
Foreign Clearing Account. .. 40 68 120 109 
Creditors “2 47 47 48 78 
Exchange Equalization Ac count 539 533 
Other liabilities fia i = - 146 146 

Assets 
Cash and gold holdings abroad 2,899 2,266 2,176 2,881 
Foreign currencies... is 280 362 997 679 
Swiss bills discounts i 155 98 215 39 
Re-discounts sig sis 22 go 45 25 
Securities a = 4 gI 81 88 7 

Total Balance Sheet ree is 4,081 3,502 39 28 3,8810 


The reports of the Swiss National Bank clearly reflect the extent 
of the movement of funds across the frontier which constituted the 
major influence on the financial and banking position of the country 
in the two previous years. The whole of 1939 and the first half of 
1940 were marked by a fairly continuous and very extensive flow 
of funds away from Switzerland. Apart from withdrawals of foreign 
money and a considerable flight of Swiss capital, Swiss merchants 
and manufacturers provided themselves with ample exchange reserves 
in order to finance imports of raw materials and food to Switzerland 
while the transit facilities still remained open. All these funds were 
transferred almost exclusively into dollars, but a reversal of the 
movement set in after the collapse of France. [rom the record total 
of over 4,000 million francs of gold and foreign currencies belonging 
to the Swiss National Bank in February, 1938, no less than 1,400 
million francs, or 35 per cent., were lost by mid-June, 1940. By 
June 14, 1941, however, when America imposed the freezing order, 
over 1,100 million francs—or all but 300 million francs of the previous 
outflow—had found their way back to Switzerland. The holdings 
of foreign currencies, composed almost exclusively of dollars, stood 
at the record total of 1,308 million francs, and the gold holdings 
amounted to 2,294 million francs, making a total of gold and 
currencies of 3,602 million francs. These reserves have remained 
very nearly stable during the last seven or eight months after the 
American freezing order, but there has taken place a very significant 
change in their composition. The Swiss National Bank has converted 
all but 440 million francs of the foreign currencies held in June, 1941, 
into gold, the holdings of which were increased by some 840 millions 
to 3,124 million francs. 
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The blow of the American freezing order was softened only to 
a certain extent by the general licence granted with only a few days 
delay to the Swiss National Bank. It can only dispose of its dollar 
holdings in transactions inside America and with countries that 
remained outside the Allied blockade. Further, the National Bank 
is empowered to take over dollar or gold holdings from Swiss nationals, 
whereby the repatriation of genuinely Swiss ‘funds was again made 
possible. In January, (941, the National Bank had already volun- 
tarily restricted the acquisition of gold and dollars from the Swiss 
banks to genuine Swiss holdings and transfers effected by foreigners 
for the purpose of paying off a pre-existing liability. 

TABLE 2 
(In mill. francs) 


1940 Tg4I 
May 23 May 31* December 31 December 31 


Swiss bills discounted 105,0 108,1 65,3 34,8 


Treasury bills... 


Total Discounts 


Bills of ‘‘ Darlehenskassa "’ 


Re-discounts 


286,6 


10,4 


301,60 


66,2 


174,3 
10,8 


4,4 


39,2 
™2,8 


25,0 


148,4 143,8 


Total a wi ia 559.4 328,9 262,9 77,0 
Investments .. oe 80,6 85,9 87,8 69,6 
* After liquidation of Exchange Equalization Account. 


The repatriation of over 1,000 million francs in the year ending 
June, 1941, has not been allowed to exert any inflationary effect. 
Table 2 shows that the National Bank had succeeded by the end of 
1941 in reducing its loans to the Government and the market to 
a remarkable extent. At the same time, the note-issue in Switzerland 
has remained stable despite the increase of gold and exchange 
reserves by over 40 per cent. The note-issue actually declined 
between the summer of 1940 and mid-February, 1942, by some 
44 per cent. The price and wages stop imposed by the Government 
at an early stage after the outbreak of the war has proved very 
effective. The surplus funds repatriated have in effect been absorbed 
fully by Government loans issued during 1941 at steadily i improving 
rates. Yields on Government loans, which exceeded 4} per cent. in 
the -dark days of June, 1940, have shown a continuous decline down 
to little more than 3 per cent. This improvement of values has, 
of course, assisted in strengthening the position of the banks, although 
the yield on new investments has suffered. The large increase ot 
bank balances with the central institution, resulting in the first 
phase from the repatriation of dollar funds, has been gradually 
re-absorbed by transfers into money market loans as well as 
investments. 
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As will be seen from the table on p. 166, all the seven big com- 
mercial banking institutions are in a position to show slightly 
increased net profits for the past year. The sources of the increases, 
however, vary considerably. In the case of the Bankverein (Swiss 
3ank Corporation) there appears a reduction in most items of the 
profit and loss account with the only exception of the income from 
investment dealings and participations in syndicates, etc. This shows 
an increase from 0,4 to 3,5 million francs, which is explained by the 
statement that the result was ‘‘ favourably influenced by sales of 
bank investments and by increased activity in the issue market.’ 
New capital issues reached in fact an exceptional level in the course 
of the year, mainly on account of Government loans, but it is evident 
that realizations of securities at a profit also made a considerable 
contribution to the good result. The majority of the banks show 
a decline in interest receipts, the experience of the Kredit-Anstalt 
(which also secured a higher income from investment dealings, etc.) 
being quite exceptional. The improved earnings experience of the 
Kreditanstalt has been achieved by investing a much increased 
proportion of the banks’ funds in securities and discounts, as well 
as inter-bank loans, at the expense of the cash position. A similar 
tendency is noticeable in the case of all the banks, but it has not been 
carried equally far. in every case. Consequently, the additional 
earnings have not in most cases sufficed to make good the losses due 
to the fall in all interest rates, especially the return on long-term 
loans. 

Stock exchange prices rose during 1941, but the turnover increased 
scarcely enough to compensate the banks for the dwindling business 
opportunities in other fields. Thus it is not surprising that the 
Swiss Bank Corporation, which in peacetime devoted more attention 
than other banks to international business, registers the biggest 
absolute and relative decline in commission earnings, from 12.56 to 
(1.62 million francs. The London and New York branches of the 
Corporation have had perforce to content themselves more and 
more with participating in the internal banking business of their 
respective countries of domicile, as the report remarks. The New 
York agency suffered a considerable loss of banking funds, which, 
however, was counterbalanced by increases inside Switzerland. The 
Banque Fédérale, Leu & Co., and the Basler Handelsbank all register 
increased commissions earnings, probably largely due to stock 
exchange activities. 

Despite increasing supply and transport difficulties, Swiss trade 
and industries still enjoyed a fairly satisfactory activity during last 
year. Only the “ hotel industry ’’’ remained in the depths of 
depression, owing to the almost complete standstill in international 
tourist traffic. Special measures of financial support had to be 
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continued throughout the year. Most other branches of the economic 
life of Switzerland were characterized by the official statistical 
department as lying between satisfactory and good. Especially 
active were the metal trades and the machine industry, as well as 
the watch trade and the silk and rayon factories. The building 
trade experienced a welcome revival, thanks to the construction of 
new works for the manufacture of substitute materials, increased 
efforts to modernize existing factories and State orders for con- 
structional work. Other branches, however, which are more directly 
dependent on supplies of raw materials from ov erseas, have suffered 
an increasing curtailment of activity, involving short-time working 
on a considerable scale. All the same, the lev el of total unemploy- 
ment remained fairly stationary at a level which has increased above 
20,000 only since the turn of the year, though it must be remembered 
that relief works have absorbed an unstated number of workers 
no longer figuring in the unemployment statistics. The partial 
mobilization of the Swiss army, which is being maintained con- 
tinuously, also helps to prevent a much bigger increase in 
unemployment. 

[f the general level of activity was maintained fairly satisfactorily 
last year despite diminishing imports of raw materials, this was 
largely made possible only by the existence of reserves, which in 
imany cases are approaching the point of exhaustion. The future 
of the economic life of Switzerland is consequently viewed with 
increasing anxiety, especially since the importation of raw materials 
from overseas has been almost completely stopped by the British 
blockade. Last year, Swiss imports diminished by more than 20 per 
cent. in quantity, although the cost increased by Io per cent. The 
textile factories, the metal trade and the chemical industry have 
begun to feel the sc arcity of supplies very seriously, and unless a 
certain easing of the blockade for raw materials is permitted the 
position for most industrial branches in Switzerland is bound “ 
deteriorate. Hitherto the export trade has remained fairly steady, i 
terms of quantities, since the outbreak of the war at a level some 20 
per cent. below the last pre-war year and covering roughly 70 per 
cent. of the import values. Latterly, however, Swiss exports show 
a decided shifting towards lighter goods requiring less raw materials 
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International Banking Review 


HE past six months have witnessed some important changes in 

the international banking situation, particularly in connection 

with the development of the war with Japan. The immediate 
effect of the outbreak of the war in the Pacific was the severance 
of banking relations between Japan and japanese-controlled terri- 
tories on the Asiatic mainland on the one hand, and the British 
Empire, the United States and the Dutch East Indies on the other. 
This change had no unduly grave repercussions on Allied banking, 
for it was not unexpected. Indeed, as a result of the blocking of 
Japanese assets and the commercial boycott of Japan by the Allies 
in August, 1941, the. volume of outstanding banking commitments 
with Japan declined by December, 1941, to a very low figure. 
Even before that event, the Japanese banks largely reduced their 
overseas branches—in London the Yokohama Specie Bank alone 
continued to maintain a branch until the outbreak of the war with 
Japan—and British and American banks in Japan also made arrange- 
ments to reduce to a minimum their losses in case of war. None 
of the Allied banks is known to have suffered heavily through the 
severance of relations with Japan. 

On the other hand, the early development of the war in the Far 
East inflicted appreciable losses on British and Allied banking. 
On the first day of that war, Japan seized the International Con- 
cessions in Shanghai and other parts of China, and the very sub- 
stantial Allied banking interests situated in these concessions fell 
into Japanese hands. The blow did not come unexpected, and was 
mitigated by timely measures, but in spite of this it was severe for 
the banks operating in Japanese-occupied China. With the invasion 
of the International zone in Shanghai the importance of one of the 
few remaining active foreign exchange markets has become reduced. 
At the same time, the entry of the United States into the war resulted 
in restrictions which reduced the significance of the New York 
foreign exchange market. These two international financial centres 
could only retain their activity while they remained neutral. Now 
that they are no longer neutral they are subject to the same influences 
as London and other international financial centres have been 
since the outbreak of the war. 

The Japanese occupation of Siam was a minor event from the 
point of view of international banking. Until this occupation, 
Siam had close financial relations with both Great Britain and the 
United States, but the actual banking interests involved were 
moderate. On the other hand, the Japanese occupation of Manila 
and other parts of the Philippines was a definite blow to American 
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international banking, which had substantial jnaaitinnas in the 
Philippines. The capture of Hongkong affected British international 
banking interests in a similar way. 

The rapid conquest of the Malayan Peninsula, Singapore, Java, 
and the greater part of the Dutch East Indies, and Burma, resulted 
in a series of severe blows on British and Allied international banking. 
In the majority of instances timely measures were taken to save 
assets from being seized by Japan. In the Dutch East Indies, in 
particular, the booty in the form of gold, foreign balances and 
foreign securities would have been very large but “for the arrange- 
ments made prior to the Japanese invasion to transfer all official 
and private assets of this kind to the Dutch West Indies. The seat 
of many Dutch East Indies companies was also transferred. In 
order to prevent Japan from making use of the sterling and dollar 
assets of residents in Japanese-occupied territories, both Great 
3ritain and the United States blocked those assets. Arrangements 
were made by the Indian authorities to prevent the Straits dollar, 
Hongkong dollar, Dutch East Indies guilder and Philippine peso notes 
being dumped on India by Japan. Only limited amounts of such 
notes are exchanged for genuine — ees. 

An indirect effect of the war with Japan was the decision of Latin- 
American countries to block the accounts of residents outside the 
Western Hemisphere. The transfer of such assets is subject to 
special licence. The main object of this restriction was to prevent 
Axis assets from being used for financing subversive activities in the 
Western Hemisphere. Most Latin-American countries severed’ 
completely their commercial relations with the Axis countries. 

Considering the suddenness and extent of the Japanese thrust, 
it may be said that the banking centres of London and New York 
have taken the shock remarkably well. Even the banks directly 
concerned have strong resources outside the territories affected 
and were able to weather the storm. The British and American 
banking communities in general were affected to a relatively moderate 
degree. The further contraction of their foreign activities has been 
more than offset by their domestic expansion due to war finance. 

Extensive measures are being taken by Japan to organize the 
banking and currency systems of the occupied territories. The 
occupation armies issued notes, prepared in advance, in terms of the 
currencies of the occupied countries, and in outward appearance 
very much like those currencies. The Allied banks in conquered 
countries were closed down, with the exception of the Dutch East 
Indies banks, which were allowed to operate, a concession aiming at 
enlisting the collaboration of the conquered population. A new 
bank was established for the exploitation of the Japanese-conquered 
Southern territories. Several Japanese Government-controlled banks 
opened or reopened their branches in those territories. The statutes 
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of the Bank of Japan have been amended to enable it to operate in 
overseas territories controlled by Japan. On the other hand, Japanese 
private banking interests have been excluded from operating in 
those territories. The explanation lies in the rivalry betwee - the 
Army clique ruling Japan and the influential banking families, which 
were opposed to “the war. The Tojo Government is anxious to 
prevent these banking families from increasing their power through 
taking their share in the exploitation of the wealth of the conquered 
countries. 

The ultimate aim is to introduce in conquered countries currencies 
based on the yen. This was already done in Siam, where the local 
currency has been devalued from 159.25 yen per 100 baht to 100 yen 
per roo baht. At the same time Siam has been compelled to accept 
yen in settlement of her commercial claims against Japan, instead 
of being paid in ste thing or dollars as stipulated in the trade agreement 
concluded before the Japanese occupation. It is planned to establish 
exchange clearing between Japan and all occupied countries, and 
to pay for the products imported from these cor wearaes in the form 
of frozen clearing balances, in accordance with the German example 
in Europe. Gold is retained as a means for vaiedal outside the 
yen bloc. 

In Europe, the process of placing the banking systems of the 
conquered countries under German control has made further progress 
during the past six months. The outstanding transactions announced 
during that period have been the acquisition by the Dresdner Bank 
of the bloc of Hungarian General Credit Bank shares formerly held 
by Preact h interests, and the increase of the Deutsche Bank’s parti- 
cipation in the share capital of the Creditanstalt to 51 per cent. 
In other countries, too, German banks established branches or 
affiliates, or acquired holdings in local banks. In the Ukraine, 
a Government-controlled banking system has been established, but 
in the Baltic States the German banks have been allowed a free hand 
to establish themselves. In Belgium, France and Holland the 
Bank der Deutschen Luftfahrt, in addition to the well-known German 
banks, has secured control over local banks. In Czechoslovakia, 
the Deutsche Bank, which already holds go per cent. of the share 

capital of the Bohemian Union Bank, is endeavouring to secure the 
remaining 10 per cent. through the not very creditable method of 
starving out the shareholders by withholding the dividend. 

Both in Allied countries and in Axis or Axis-controlled countries 
the banking situation has been under the influence of the monetary 
expansion brought about by war financing. Deposits are increasing 
almost everywhere. Money conditions are easy and interest rates 
are either stationary or even tend to decline further. Overhead 
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charges are increasing, but in spite of this profits are, generally 
speaking, maintained, thanks to the expansion of deposits. 


The Use of Bank Nominees 


N answer to questions in the House of Commons about the 
] preprictorsnip of Daily Mirror Newspapers, Ltd., the Home 

Secretary recently circulated particulars of the shareholdings in 
that company. Shortly afterwards, the President of the Board of 
Trade was asked whether he would take steps in the case of nominee 
shareholders in newspaper or public utility companies to have the 
names of the real shareholders made available to the public. 
Mr. Dalton replied that under the Defence Regulations there was 
power in the interests of the public safety to compel disclosure to 
the authorities of the beneficial ownership in nominee shareholdings, 
but he was considering with the Home Secretary whether any further 
action was necessary. 

Such questions undoubtedly reflect a widespread feeling that 
the concealment of shareholders’ names is_ undesirable in 
principle. This being so, it was inevitable that the subject should 
have been made the occasion for some criticism of the banks, always 
a popular object of criticism. In reality, the banks are by no means 
the only concerns which provide nominee facilities, but they are 
undoubtedly the largest and the most easily identified. Any discussion 
of this question would be quite beside the point, however, which 
did not recognize that the use of the nominee system as a cloak for 
operations which would not stand the light of day is no more than 
an occasional abuse of a device which serves many legitimate 
purposes as a technical convenience. 

In its origin, the nominee device was one contrived entirely for 
the legitimate protection of a bank that was lending against a deposit 
of registered shares. The shares were put temporarily into the 
names of senior bank officials and transferred out again when the 
advance was repaid. This method having been found somewhat 
clumsy, special nominee companies were established less than ~ 
twenty years ago, but no change of purpose seems to have been 
envisaged. The first extension, when it came, was also unquestionably 
legitimate. A customer would be going abroad for a long stay, and 
in order to avoid the delay that would arise if transfer forms had 
to be sent to him for signature he would arrange for his registered 
shares to be put into the name of his bank’s nominees. He was 
then ree to cable buying and selling orders without being troubled 
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by the necessity of belatedly fulfilling other formalities. Similarly, 
the system is a great convenience to small investors who do not 
wish to be troubled with the formalities of share transfer. 

The next extension was of a more doubtful nature. As the clouds 
gathered over Versailles Europe, many foreigners foresaw that 
their governments might become unduly curious about assets held 
abroad, and it was not long before the obvious advantage of nominee 
anonymity impressed itself on continental owners of British 
industrials. Thus great blocks of shares passed behind the curtain 
and the phrase “ société anonyme ”’ acquired a new significance. 
Those who dealt with French customers at the time when Blum’s 
Popular Front Government came into office will remember for many 
a day the energy devoted by frightened investors to covering their 
tracks. Looking back, it is easy to comment adversely on the help 
that was given to subjects who wished to shelter from their elected 
rulers. But as far as nominee business was concerned it would be 
almost impossible in any given case to prove that the use of the 
bank’s name was for any other purpose than the perfectly proper 
one of serving a foreign resident’s general convenience. 

Once these facilities are available, however, it is inevitable that 
they should be employed also for operations in which the chief 
motive for their use is to secure secrecy. Familiar examples would 
be dealings in a company’s shares by directors or other interested 
parties ; the acquisition of an undisclosed interest in, or even control 
of, a limited company; the purchase of a competitor’s business, 
or the secret direction of a powerful organ of publicity. Whether 
it should be sought to curb the use of the nominee system for such 
purposes is a matter of broad public policy which can appropriately 
be threshed out only in Parliament. But it can be said at once that the 
motives for desiring that details of a transaction should not be 
broadcast to the world need by no means invariably be discreditable. 
At the same time, public opinion seems definitely unfavourable to 
transactions in a company’s shares by directors and persons similarly 
placed, while it is also held that knowledge of the true ownership is 
particularly desirable in the case of newspapers and other organs 
of public opinion, and of companies of national importance. On the 
latter point it should be noted most emphatically that a bank 
nominee company would accept a transfer only after the most careful 
enquiry if the articles of a company indicated any intention that 
the shares should not be held by foreign nationals. 

Assuming—what has certainly not been proven—that any 
fundamental reform of the present system is called for, the proposed 
course of action would need very -careful consideration. One 
suggestion is that the system adopted for registered land should be 
extended to company share certificates, so that any person having 
an interest in the shares could have this endorsed on the certificate 


Id 
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and noted on the company’s register. This, however, completely 
overlooks the fundamental distinction between the two types of 
property: namely, that the primary characteristic of a Stock 
Exchange security is marketability. This can only ‘be secured by 
ready facility of transfer, which would be seriously impaired if any 
purchaser had to take note of subsidiary interests. It is, of course, 
for this reason that company registrars are precluded from taking 
note of interests other than that of the registered holder. If secrecy 
were held to be undesirable in all circumstances, one possibility is 
that interested parties might be empowered to inspect records of 
nominee companies on payment of an appropriate fee, in much the 
same way that the public is at present given access to company 
registers. It may be noted that though nominee companies are 
subsidiaries of banks they are not themselves banks, so that the 
question of secrecy as between banker and customer does not arise. 

At the same time, it should be realized that not every nominee 
name bears so clear an indication of its true character as that of 
the bank nominee companies. For all that a searcher knows to the 
contrary any name, whether that of a private individual or of a 
limited company, may in fact cover a nominee holding. Even if the 
organized use of nominee names as under the present system were 
prevented by law, indeed, there would still be nothing to prevent the 
true beneficial owner of shares from having these held by a personal 
nominee whose name would convey nothing to the public ; while in 
the case of bearer securities no question of registration even arises. 
Any restrictions on nominee companies easily identifiable as such, 
therefore, would probably do no more than deprive the general 
investing public of the great conveniences which it enjoys under the 
present system, without hampering in any effective way the practices 
which it is really sought to eliminate. 

The solution, in other words, would seem to lie not in any general 
restrictions on the use of nominees, but in specific regulations against 
types of operations which are considered undesirable. In the United 
States and Canada, for example, the disclosure of share transactions 
by directors is required by law. In America a monthly statement 
must be filed by any person holding directly or indirectly more than 
10 per cent. of any class of equity securities, showing any change 
in ownership since the previous return. In Canada, severe penalties 
are imposed on any undisclosed dealings in shares by directors. 
Similarly, if the use of nominee names is regarded as contrary to 
the public interest in the case of particular types of companies, 
legislation should be passed directed specifically at those cases. 
To seek to achieve such limited objectives by depriving the public 
as a whole of nominee facilities would be to throw the baby out 
with the bath water. 
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The Technique of Rationing 


To THE Epitor oF “ THE BANKER” 
SIR, 

In the May issue of THE BANKER there appeared a highly 
interesting article on “‘ The Technique of Rationing.’ I agree with 
many ideas of this article, and even with the author’s analysis of 
the difficulties which my plan of rationing of expenditure on food, 
drink and tobacco would encounter. What I do not agree with, 
however, is that these difficulties are peculiar to my plan and are 
not to be faced in the application of any point rationing scheme. 

As the most prominent example of the difficulties involved in 
the functioning of my plan the author mentions the control of 
coupons received by bakers. My general principle that the retailer 
when buying from the wholesaler should surrender coupons to the 
vetail value of the goods in question definitely does not apply here, 
because the baker is not only a retailer but a manufacturer. The 
same complication would arise, however, if the baker’s produce 
were rationed under a point rationing scheme. To overcome it, 
it would be necessary to establish rules as to how many points the 
baker should surrender when he buys flour for bread, or flour and 
other ingredients for cake. The same device may be applied to my 
scheme. When the baker surrenders a one shilling coupon he may 
get either flour corresponding to one shilling’s worth of bread, or 
flour and other ingredients corresponding to one shilling’s worth 
of cake. My scheme cannot be more difficult in application in this 
respec than a pomt scheme, for the simple reason that it 7s a special 
case of a point scheme in which the point value of various goods 
is prop ortion: ite to the retail prices. 

[In avy rationing scheme, difficulties of this type arise when we 
face the problem of withdrawal of coupons from the manufacturers. 
If they are not numerous, one can control them directly and check 
the coupons received by them against their sales. But if they are 
numerous it is necessary to control them through the channel of 
raw material deliveries, and then the problem of balancing of coupons 
received against raw material purchases comes into the picture. 
Take clothes rationing, for instance. There are many small firms 
producing clothing and there definitely does not exist a simple 
relation between the points of the clothes rationing scheme and the 
materials used in the manufacture of clothes. 

[In certain cases it will be easier to withdraw the coupons in the 
wholesale stage. This applies, for instance, to the case of growers 
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of fresh vegetables mentioned by the author. He is quite right 
that it is impossible to control thousands of them. It is therefore 
better to have a rough control of the turnover of wholesalers and 
require from the latter the surrender of coupons to the approximate 
retail value of their sales. Certainly, the direct deliveries of farmers 
to retailers will then fall beyond the Government control. Such 
loopholes are unavoidable in many rationing schemes (eggs!). If 
these loopholes are very important it may be better to exclude the 
goods in question from the rationing scheme altogether. 

Yours faithfully, 

M. KALECKI. 
University of Oxford, 
Institute of Statistics. 


(Our Contributor writes :—It would be interesting to hear the 
Board of Trade’s comments on Mr. Kalecki’s dogmatic statement 
that “‘ there definitely does not exist a simple relation between the 
points of the clothes rationing scheme and the materials used,” 
seeing that they have been running a scheme for a year now in which 
their only control over the many thousands of makers-up (large and 
small) is the fact that these must use the coupons which they receive 
for the garments to buy cloth. If Mr. Kalecki’s statement were true 
they should either have accumulated a vast coupon capital or run 
down their initial stock of cloth through lack of coupons for 
replacements. 

The fact that the clothes scheme manages to control the maker-up 
in this way is a clear refutation of Mr. Kalecki’s statement that his 
scheme “‘ cannot be more difficult in application than a point scheme,”’ 
provided that the point scheme is based on the principle of equating 
the coupons for the product with those for the materials. If this is done 
one can lay down the rule, which applies under clothes rationing, 
that anyone selling any rationed article must demand a stated 
number of coupons, whether selling it to the public, to a retailer 
or to a “ processor.’ Without such a rule no system of automatic 
control by coupon can even begin to work, as one realizes on 
examining what Mr. Kalecki now apparently suggests. This seems 
to be that a wholesaler of flour is to demand coupons at one rate 
when selling to the bread-baker (based on the retail price of the 
bread), at a second when selling to a cake-maker (based on the retail 
price of the cake, less an allowance for dried fruit, etc., bought from 
another source), and at a third when selling to a retailer (based on 
the retail price of the flour). Leaving aside such problems as how 
to determine the rate when selling to the village shop which combines 
all three activities and how we can make the wholesaler test the 
accuracy of his customers’ statements, how can his own position 
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balance ? Is he to declare to the miller that x per cent. of his sales 
have been to bread-bakers, y per cent. to cake makers, and z per cent. 
to retailers, and give up coupons accordingly ? And is the miller 
then to check this statement ? 

This sort of plan is sheer nonsense from an administrative point 
of view; it would be better to attempt the formidable task of 
controlling the bakers direct. But if one follows the “ clothes ”’ 
rule, and point bread and cake so as roughly to balance the bakers’ 
coupon position, then one need not even know how many of them 
there are, or what they produce, or where they do it.| 


Books 


“The Federal Reserve Bank of Richmond” 

By C. G. Coit. (Oxford University Press. Price 13s. 6d.) 

UNDER the direction of the Department of Banking at Columbia 
University, an appraisal is being made of the operations of the twelve 
regional Federal Reserve Banks, and this is one of a group of books 
telling us the results. The enquiry is searching and the conclusions 
in this instance not altogether flattering. Thus it is suggested that 
the Fifth Federal Reserve district itself might well have been 
included in one or more of the adjacent districts, that with one 
exception changes in discount rates have been initiated by the 
New York rather than the Richmond Reserve Bank, and that 
economies in maintenance costs might be effected without impairing 
the efficiency of the Bank’s operations. Since the distinctive banking 
problems of the Fifth District arise out of the heavy dependence of 
the area on tobacco and cotton, much interesting background 
material is given concerning these crops, which has a value for 
its own sake. Thus it may be noted that between 1889 and 1937 
the output of tobacco rose more than eightfold and prices more 
than threefold, with the result that the value of the crop rose from 
about $6.6 millions to over $172 millions. The price of cotton, 
by contrast, after rising from 8.5c. in 1889 to a peak of 35.4c. in 
1919, relapsed to no more than 8.4c. in 1937, so that the value of 
the crop in the latter year was no more than $77.5 millions, against 
$46.2 millions in 1889. 


“An Essay on Marxian Economics” 

By JoAN Ropinson. (Macmillan. Price 7s. 6d. net.) 

TuIs is an attempted clarification of some of Karl Marx’s tortuous 
speculations. It is even more the occasion for a slightly agitated 
onslaught on “‘ orthodox economics.’’ In this aspect, the keynote 
is provided by the following somewhat sweeping statement (p. 72) : 
‘ The whole apparatus of equilibrium theory, therefore, seems to be 
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without application to reality.’’ Throughout the whole history of 
economic thought, indeed, it would seem that only three people 
have talked anything like sense: Karl Marx, Joan Robinson and 
Mr. Keynes. Whether the latter, as a Director of the Bank of 
England and an adviser of the Treasury, would be particularly 
flattered by the association seems open to question. His judgment 
on Marx, at any rate, has been placed on record : ‘‘ Marxian Socialism 
must always remain a portent to the historians of Opinion—how 
a doctrine so illogical and so dull can have exercised so powerful 
and enduring an influence over the minds of men and, through them, 
the events of history.”’ 


Publications Received 


“Maximum Selling Prices for Utility Apparel” 
A practical guide, prepared for their members by the Utility 
Section of the Wholesale Gowns Association ; contains a full exposi- 
tion of the utility apparel scheme as affecting manufacturers, whole- 
salers, retailers and composite businesses. 
“Between Automatic and Authoritarian Price-Making” 
By Epwin G. NoursE. (Brooking Institution. Price 25c.) 
Chapter I of a forthcoming book, “ Price-Making in a Demo- 
cracy.’’ Succeeding chapters will be published at monthly intervals. 








Banque du Congo Belge 





THE BANQUE DU CONGO BELGE, Central Bank for the Belgian Congo and Bankers 
to the Belgian Congo Government, has seen its activities with Great Britain and the British 
Empire greatly increased since the invasion of Belgium. 


The Bank has numerous Branches in the principal centres of the Belgian Congo and 
Ruanda Urundi, and a Branch in Tanganyika Territory, at Dar-es-Salaam, an important 
point for goods in transit from and to the Belgian Congo. 


Besides issuing ‘currency (notes and coins) the Bank transacts all usual banking 
operations. Moreover, it is in charge of the Belgian Congo Exchange Control which is 
linked with the British Exchange Controls. 


The Belgian Congo and Ruanda Urundi are part of the Sterling Area. 


Trade between Great Britain and the Congo, although on a fairly large scale, would 
be substantially larger but for the shortage of ocean tonnage. Important transactions 
have developed with the U.S.A. 


The London Branch of the BANQUE DU CONGO BELGE has been established 
here since the last war, and recently moved to larger premises, 39, New Broad Street, 
E.C.2, owing to the increased volume of business between Great Britain and the Congo. 
An emergency office has been established at Somerset Road, Wimbledon. 
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“Democracy and Finance” By Witi1aM O. Dovcras. 


(Oxford University Press. Price 18s. 6d. net). i 

A COLLECTION of public addresses delivered by Mr. Douglas 
as Member and Chairman of the S.E.C. in the two years preceding 
his appointment as a Justice of the Supreme Court. Most of the 
speeches were originally designed to convey to a particular group 
—such as the stock exchanges or the utilities—the attitude of the 
S.E.C. on the problems faced by the group. 


Appointments & Retirements 


Bank of Scotland 

At the beginning of May it was announced that Mr. J. W. 
Macfarlane, Treasurer of the Bank of Scotland, in fulfilment of a 
desire expressed some time ago, has arranged to retire at the end 
of May, after almost fifty years’ service with the bank. His successor 
is Mr. J. B. Crawford, assistant treasurer and secretary of the bank. 
Mr. Crawford is a native of Dumbartonshire, and his connection 
with the Bank of Scotland dates from 1903, when he entered the 
bank’s service at Milngavie office. After serving in Glasgow and 
Paisley offices he was appointed an inspector, and after eight years 
active duty in this capacity he was appointed sub-agent at the 
George Street, Edinburgh, branch of the bank. In 1931 he became 
agent. In 1937 Mr. Crawford was appointed manager at Glasgow, 
usually looked on as the stepping stone to the treasurership. 
Mr. Crawford takes an active interest in the work of the Institute 
of Bankers in Scotland. 


Barclays Bank (D. C. & O)) 


A branch of Barclays Bank (Dominion, Colonial and Overseas) 
has been opened at Massawa in Eritrea, and an agency at Gura under 
the control of Asmara branch. 


Lloyds Bank 


Sir Eugene Ramsden, Bt., O.B.E., M.P., of The Wheatleys, 
Gomersal, near Leeds, has been appointed a member of the West 
Yorkshire Local Board. 


Martins Bank 


Mr. Angus D. Campbell, C.B.E., has been elected to a seat on 
the Manchester board of the bank. He is a past president of the 
Manchester Chamber of Commerce, and a director of Forbes, Campbell 
& Co., Ltd., Geo. & R. Dewhurst, Ltd., Manchester Ship Canal, and 
other companies, 





179 


GUINNESS, MAHON & Co. 


MERCHANT BANKERS 
ESTABLISHED 1836 


53 . CORNHILL . LONDON . E.C.3 


GUINNESS & MAHON 
17, COLLEGE GREEN, DUBLIN 


GUINNESS, MAHON 
EXECUTOR & TRUSTEE COMPANY, LTD. 


53, CORNHILL, LONDON, E.C.3 














INDUSTRIAL CREDIT 


COMPANY, LIMITED | 
ee || Dawnay, Day .& Co., Lid. 


AUTHORISED CAPITAL - £5,000,000 | | 15 Moorgate, 
SUBSCRIBED CAPITAL - £1,000,000 

London, 
PAID-UP CAPITAL - - - £812,500 

E.C.2 


MERCHANT BANKERS 


CAPITAL UNDERWRITING 
INDUSTRIAL FINANCING 


ENQUIRIES INVITED 
OFFICES: 


9, LEINSTER STREET, DUBLIN 


CABLES, TELEGRAMS : TELEPHONE : 
DAWNADAYS, LONDON. ROYAL 5171 
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MERCANTILE BANK OF INDIA 


INDIA’S INCREASINGLY IMPORTANT ROLE 


SIR CHARLES INNES ON THE 


HE Annual General Meeting of The 
Mercantile Bank of India, Limited, was 
held on May 19, in London 


The following are extracts from the statement 
by the Chairman (Sir Charles A. Innes, K.C.S.I1., 
C.1.E.), circulated with the report of directors 
and balance-sheet for the year ended December 
31, 1941 
GROWTH OF MANY NEW INDUSTRIES 

The grave events which have happened 
recently in the Far East and the implications 
of those events for the bank must be fully 
present to your minds, and quite clearly they 
limit the range of subjects on which I can 
usefully comment. For instance, it would be 
a waste of time to review the course of trade 
in the past year. International trade in the 
Far East has to a large extent been brought 
to an end by the war but there is one tendency 
of permanent significance which I must again 
emphasize I referred last year to the way 
in which the growth of industry in India had 
been stimulated by the war. During the past 
year the pace of advance has been accelerated, 
an astonishing variety of new industries have 
been started, and India is now playing an 
increasingly important part in the joint 
productive effort of the allied nations. 


This development is an encouraging fact. It 
means, of course, that India will end the war 
with a very different economy, but if the result 
of these developments is a general raising of 
the standard of living and an increase in the 
purchasing power of the vast population of 
India the effects on the volume of the world’s 


trade in the future may be very far-reaching. 


Another matter of great significance has been 
the repatriation since the war began of prac- 
tically the whole of India’s external debt 


BRANCHES IN ENEMY HANDS 

Quite briefly, I may say that at the end of 
November it looked as if, in spite of the many 
difficulties and anxieties, we should be able 
to report that the bank had had another 
prosperous year and was in a stronger position 
than ever before. In December, however, the 
Japanese attack began, and before the end of 
the month our branches at Shanghai, Hong- 
kong, Bangkok, and Penang had passed 
temporarily into their hands. Moreover, since 
the beginning of the current year the rest of 
Malaya and a large part of Burma, including 
Rangoon, have also been overrun, and all our 


POSITION 


branches in those countries are now under 


Japanese control. 


In the circumstances there are only one or 
two comments which I think it necessary to 
make. As in the case of most banks, there 
has been an increase in our current accounts, 
with a corresponding rise in our holding of 
Government securities. The increase in bills 
receivable and loans receivable and advances 
is largely due to lack of shipping and to delay 
of bills in transit. 


STRONG CASH POSITION 


You will notice that our cash position is 
again very strong. The profit for the year at 
£173,000 is lower than in recent years, but you 
must remember that we have taken no account 
of the substantial profits made in the second 
half of the year by the four branches before 
they were overrun. Moreover, before striking 
the balance we have judged it advisable to 
transfer a considerable sum from the profits 
of the year to contingencies account as provi- 
sion for losses so far ascertained. The truth 
is that, in spite of our misfortunes in December, 
the profits of the year were good. Nevertheless, 
we have thought it prudent to reduce by half 
the second interim dividend which is in effect 
the final dividend for the year. 


FATE OF THE STAFF 

I am glad to be able to say that, with few 
exceptions, all the wives and families of our 
European statf were safely evacuated, some to 
Australia, some to India, some to South Africa, 
and some to this country. The European staff 
stuck nobly to their posts. All those in 
Shanghai, Hong-kong, and Bangkok are 
prisoners of war, and such news as we have been 
able to get of them from various sources indi- 
cates that they are reasonably well treated. 
Most of the younger members of the staff in 
Malaya had joined the Forces, and so far we 
have had no information about them. 

The staff in India and Ceylon have had an 
arduous year. They have received valuable 
help from the Indian assistants whom we have 
been training in recent years and whose 
numbers we hope to increase. 

Our operations are now confined to India, 
Ceylon, and Mauritius, and, so long as the war 
lasts, the board must pursue a cautious policy, 
and [ am afraid that you must expect smaller 
dividends than you have been accustomed to 
in the past. 





More than a century’s accumulated busi- 
ness experience and conservalive progress 
form the background of the comprehensive 
service which the Westminster Bank is able 


to place at its customers’ disposal. 


The Bank’s vast resources, its constant 


touch with current affairs and its extensive 
system of branch offices in England and 
Wales and agents elsewhere, combine to 
enable it to offer a wide range of facilities, 
details of which will gladly be given on 


request by the manager of any branch. 


WESTMINSTER BANK 


LIMITED 


Head Office: 41 Lothbury, London, E.C.2 
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Bank Buildings of Merit 


(VII) Midland Bank Country Branches 


By Professor C. H. Reilly 


F the three Midland branches I have chosen to resurrect, 
()i: will be found that two are by architects practising under 

the title of Messrs. Whinney, Son and Austen Hall. This 
proportion of two out of three would, I fancy, hold good with this 
firm throughout the Midland branches erected during the last ten 
years, at any rate in the South of England. They have had therefore 
very considerable experience in bank design and, one can say at once, 
have maintained a high standard. That that standard has included 
a good deal of revived eighteenth-century Georgian detail must, 
I think, be due in the main to the instructions they receive from 
the bank’s directors, not to their own innate love of this particular 
form of fancy dress, for I notice in their cinemas and other buildings 
they often work in a far more contemporary manner. 

The first building I have chosen is the Bournemouth branch in 
the Old Christchurch Road. I have chosen it, both because it is 
an imposing pile built on a difficult, narrow, sloping site, and because 
it exemplifies this firm’s method of plain massive building with 
Georgian sash windows and here and there a patch of full-blown 
Georgian detail, such as an occasional window emphasized with 
cornice and brackets, the fine arched entrance and the complete 
little columned pavilion which crowns this structure. 

The building, however, has other and more substantial claims to 
be admired than the peculiarity mentioned. There will be noticed 
at once the value obtained by the architects in setting back the right- 
hand corner of the building with a rectangular set-back, instead of 
chamferring it off or attempting to follow the curve of the pavement. 
Not only is a good .oggia-like entrance made possible in this way 
with two openings, but, and more important, the architects have 
been able to give the building far greater strength by the two plain 
returns. Further, this has helped in the breaking up of the mass of 
the building into a main mass backed up with two subsidiary ones 
both vertical and horizontal. One horizontal one with plain grooved 
walling to meet the difficulty of the rising site connects the vertical 
ones. This not only forms a fine base to the structure, but serves 
the useful purpose of screening a skylight to the banking hall, which 
would otherwise have had to have a range of windows to the side 
street conflicting very unpleasantly with the rising pavement. 
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Finally, there is the top subsidiary mass, the long horizontal piece 
of building, almost indeed a separate building, which crowns the 
structure and emphasizes its appearance with the columns, pediment 
and Irench windows of what in another place might well be the 
front of a delightful garden pavilion in the park of some Georgian 
manson. Nevertheless, if one tries to forget all the associated ideas 
these details call up, and if in one’s mind one reduces the structure 
to its plain masses, one sees that the proportions of these masses 
are good and expressive and that the whole makes a strong, interesting 
and dignified building. 

lor the remaining examples I choose two simple little branches, 
one a south country one and one a north. The former is at Fareham 
in Hants, and is by Messrs. Whinney, Son and Austen Hall. Of this 
in April, 1937, I said the following, and I find myself agreeing with it 
to-day. “ Although it is not a modern building in the way the 
term ‘ modern’ is applied to buildings to-day, it could not, I think, 
have been built in any other decade than the present one. Some 
may think that that is a good definition of a modern building, but 
we will let that pass. It is so easy to raise arguments on points of 
theory and this bank has solid qualities whatever we call it. First, 
although a small branch in a small south-country town, and fitting 
very well into the atmosphere of such a place, the building has a 
distinctly monumental quality. That is clearly obtained by the 
massiveness of the fine field of plain brickwork which the single 
window above the ground floor, in the place of several, has permitted. 
It is helped, too, by the plain, unbroken, brick flank which a wall 
looking over someone else’s property is bound to have. That, you 
may say, is an accidental effect. In a way it is and in a way it is not 
at all. That the architect has taken good advantage of it is seen 
by the way he has made this flank belong to the front. The two 
plain fields of brickwork echo and enhance one another, and the 
dividing line between them, the corner that is to say, has been 
softened by a setback for this purpose. It is of course by seizing 
on such accidental effects as this blank return wall and turning them 
to his advantage that an architect shows his quality. Supposing 
the designer of this front, and we must assume a single designer, 
had drawn an elaborate elevation with, say, three windows, cornices 
and other detail finishing abruptly at the corner and had left that 
sort of front to be contrasted with the necessarily plain flank, that 
plain flank would have been a disadvantage to his design rather 
than an advantage. Having got this monumental quality of a 
solid looking mass then by such simple means the designer has 
naturally done what he could to enhance it. He has made his stone 
ground floor, for instance, as solid looking as possible by keeping it 
very plain and by making the two windows in it very small — 1 think 











Just look at this. Yes; that’s 
all you have to do when you 
open the drawer of a Roneo 
‘ Visible-80 '’ Filing System. 
You use your eyes—not your 
hands—to find the correspon- 
dence you want ; it’s so much 
quicker and easier. Eighty 
names indexed clearly on the 
tops of the channels in every 
drawer. Suspended from the 
channelsare pockets holding the 
correspondence folders; always 
tidy, always accessible. Descrip- 
tive catalogue on request. 
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N the demolition of Newgate Prison the fine 
old door, depicted above, was acquired by Chubb 
& Sons and presented to the London Museum as 





a reminder of the unending battle between the 
burglar and the safe maker. 





As far as we are concerned, this began in 1818, 
when a convict failed to earn a £100 and a free 
pardon which Mr. Charles Chubb was allowed to 
offer in return for picking his first ‘Detector’ lock. 


Improvements in the technology of Locks and 
Safes are at all times stimulated by the applied 
intelligence of the burglar. When at liberty, he is 
the prime instigator of their sale, and when confined, 
unknowingly he keeps the Lock manufacturers in 
full production. It is natural that he who builds 
to keep him out should also build to keep him in, 


CHUBB 


THERE IS NO ‘SAFER’ PLACE 


The third of a series of announcements by :-—~= 
CHUBB AND SON’S LOCK & SAFE COMPANY, LIMITED, 
68 ST. JAMES’S STREET, LONDON, S.W.1 





190 THE BANKER 


we must assume that the banking hall is lit from the rear—and by 
recessing the grilles to these windows and the entrance door to show 
deep reveals, in order to suggest as thick a wall as possible. Then any 
projecting moulded cornices would divide up the front and thereby 
detract from this mass effect. So in the ag of a main cornice 
the designer has placed, very cleverly I think, a plain stone band 
with the name of the bank upon it where such a cornice usually 1 
This band, too, and the one below it also, he has taken care adie 
not reach to the extremities of the front but end on itself. In that 
way the brick face is maintained. One may ask why anything in 
the place of a cornice at all, even a flat band, is used. The answet 
to that I think is that the designer -I like to think he is Mr. Austen 
Hall, for I know the quality of his best work —wanted to give his 
building, in a Georgian country town, a Georgian flavour. The 
traditional proportions of a Georgian front are stil! more or 'ess 
indicated. When, too, he comes to his centra! feature, the single 
tall pedimented window, he becomes, for a moment, the comp’ete 
Georgian. That, I think, is the weakness of the design. This very 
elegant, highly finished, window seems a little lost in, and a little 
out of character with, the simplicity of the rest.’ 

My northern example to be resurrected for praise is the Durham 
branch by Messrs. Brierley, Rutherford and Syme, built in 193 
In March, 1936, | said of this: “ The Durham branch by anol 
Brierley, Rutherford and Syme is good strong classic, in the manner 
one expects in the north and of these excellent architects, if one 
must have eighteenth-century dress at all. This little front indeed 
might be by Vanbrugh or, better still, by Carr of York. It wou!'d 
not disgrace a wing of Castle Howard, not so far away, where both 
these architects worked. It is strong and rich and effective, but 
why, at this time of day, such fancy dress should be ordered at all 
is difficult to understand. What, for instance, happens above the 
first floor windows and behind the lofty stone wall represented by 
the entablature and the parapet above it ? Is there a storey of attic 
bedrooms for servants lit by skylights in the roof in the true 
eighteenth-century manner, or is the whole building a one-storey 
structure with a very lofty banking hall 2? If this latter is the case, 
why then are there two storeys of wndows ?_ It is into falsities 
of this kind that dressing-up is bound to lead. As dressing-up 
though, this fagade is excellent. If it were a genuine antique 
[ should admire it immensely and so would everyone else.”’ I still 
agree with this. I am surprised to find myself so consistent, but 
[ am also surprised to find the great Midland Bank such experts 
in fancy dress and preferring it so consistently to the garments of 
to day 
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